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One year ago Trusts and Estates inaugurated this section for 
the report and appraisal of economic events of major effect on private 
capitalism. A discussion panel of eminent American and foreign men 
was organized as an editorial “round-table” for critical review of our 
own original material and of news in the general press. Many publica- 
tions have been reviewed each month and digests made of important 
articles; war economics reports were introduced as a regular feature and 
projected to American affairs months before war was declared here. 

The subtitle: “The Journal of Capital Management” was adopted 
to signify the creation of the only journalism in this country devoted 
to the basic and mutual interests of institutional investors and private 
enterprise. During the coming year it will be our earnest endeavor to 
promote editorially the most efficient war economy and assist in the prep- 
aration for post-war readjustments of the private capital system. 
—Editor’s Note. 


$100,000 PER MINUTE—The war 
budget conclusively indicates a de- 
termination to make the all-out pro- 
duction effort required to defeat the 
Axis powers. In the fiscal year 1942- 
1943 alone, $59 billion are to be 
spent, or more than half the esti- 
mated national income. As compar- 
ed with these tremendous expendi- 
tures, revenues from the present 
taxes are estimated at about $17 bil- 
lion. The President requested that 
an additional $7 billion be raised 
through changes in existing tax 
schedules and the levying of new 
taxes. He also expressed his oppo- 
sition at the present time to the im- 
position of a general sales tax and 
to the “use of payroll taxes as a 


measure of war finance, unless the 
worker is given his full money’s 
worth in increased social security.” 
On the basis of these data, a de- 
ficit of approximately $35 billion 
is forecast. The issuance of govern- 
ment bonds to meet this deficit, 
when added to those expected to be 
outstanding at the end of the fiscal 
year, will increase the national debt 
to approximately $110 billion. 


To whom are these bonds to be sold? 
$5 or $6 billion may be sold to institu- 
tions and various government funds. If 
an intense effort is made to increase the 
sales of defense bonds, a maximum of 
$10 billion might be raised through 
these sources, although it must be re- 
membered that such an increase would 





require almost the doubling of the cur- 
rent rate of sales. This means that al- 
most $20 billion may have to be sold to 
the commercial banks. Such a program 
would contemplate doubling their pres- 
ent holdings. 


The inflationary implications in such 
a program of war finance are obvious. 
The huge volume of purchasing power 
thus created at a time when the volume 
of civilian goods available to be pur- 
chased will be severely curtailed would 
ordinarily insure a substantial rise in 
prices. These tendencies will be rein- 
forced by the provisions of the so-called 
emergency price control bill which is 
discussed below (see “Politics as Usual” 
p. 8). 


The expenditures scheduled for the 
next fiscal year are substantially great- 
er than the total cost of World War I. 
The cost in the earlier struggle ap- 
proximated $36 billion, including the 
ill-fated war debts. This projected rate 


of spending which will average ap- 
proximately $5 billion a month may be 


compared with the current rate of 
about $2 billion and only $150 million 
a month in June, 1940, when the de- 
fense effort began to be accelerated. 
Moreover, the President has stated: “In 
estimating expenditures and receipts, 
only a moderate rise in prices has been 
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assumed.” In light of the substantial 
inflationary price rise which will in- 
evitably attend this gigantic program 
despite our efforts at price control, it 
seems certain that the realization will 
be substantially greater than the an- 
ticipation (thus reversing the usual 
tendencies). 


Modest cuts have been made in non- 
defense spending and these cuts are 
estimated to aggregate slightly more 
than $1 billion. However, the farmer 
remains the “sacred cow” and subsi- 
dies of $854 million are to be paid un- 
der the various programs. In light of 
the favored treatment given to the 
farmer in the price control bill, and 
considering the tremendous expansion 
which has taken place in farm income, 
these aids to agriculture should be cut 
more severely. If we cannot complete- 
ly eliminate them at a time like the 
present, when will we be able to do so? 


More drastic measures than those 
proposed will have to be taken if a sub- 
stantial inflation is to be avoided. We 
must make an all-out effort to attain 
the maximum amount of armaments, 
regardless of the cost, but it is essen- 
tial that we get the most for our money. 
The test will be not the amount that is 
spent, but the results attained, and the 
results attained will depend, in part, 

upon our ability to pre- 
vent the disruptive ef- 
fects which inflationary 
price spirals inevitably 
have on total production. 
Stronger tax measures 
will be necessary, and 
before long serious at- 
tention must be given to 
some type of forced sav- 
ings plan. (cf. page 10) 


WASHINGTON GOES 
TO WAR—lIn the ap- 
pointment of Donald Nel- 
son as chairman of the 
new War Production 
Board, with powers sec- 
ond only to his own, 
President Roosevelt has 
put in place the long- 
missing keystone of our 
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war production edifice—and it is a 
mighty fine keystone that should fit 
smoothly with the other pillars of gov- 
ernment and industry. The creation of 
an industrial czar has long been urged 
as absolutely essential to eliminate the 
duplication, confusion and ambiguity of 
powers among the various bureaus and 
agencies in Washington, but perhaps it 
took Churchill’s and Lord Beaverbrook’s 
visit to demonstrate the need for Ame- 
rica to have its own Lord Nelson. For 
war-lord he will be under the presiden- 
tial order of January 16th, with powers 
of “general direction over the war pro- 
curement and production program.” 


The SPAB is simultaneously abolish- 
ed by the order and its functions ab- 
sorbed in the new Board, which is “es- 
tablished within the Office for Emer- 
gency Management...” with full super- 
vision over the O.P.M. and final author- 
ity in the chairman to: 


“2. (b) Determine the policies, plans, 
procedures and methods of the several 
Federal Departments, establishments 
and agencies in respect to war procure- 
ment and production, including purchas- 
ing, contracting, specifications and 
construction; and including conversion, 
requisitioning, plant expansion and the 
financing thereof; and issue such direc- 
tives in respect thereto as he may deem 
necessary or appropriate.” 


At the same time, William Knudsen 
has been placed in charge of the muni- 
tions program as Director of Produc- 
tion in the War Department, relinquish- 
ing the co-directorship of O.P.M. where 
his exceptional abilities were also 
cramped by divided responsibilities of 
ever-changing super-bureaus. These 
two moves have placed at the head of 
the production lines of the entire na- 
tion, with power to convert, expand or 
requisition plant facilities, two men of 
outstanding and proven ability. Also, 
this will relieve one of the hardest work- 
ing Presidents in our history from the 
special organization and _ operation 
problems which would increasingly in- 
terfere with his responsibilities in co- 
ordinating policies on the Allied high 
command, and in watching the func- 
tioning of the whole war economy at 
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home. We must admire the quality of 
greatness which he has shown not only 
in this vast delegation of power but also 
in his selection of non-political experts. 
And we who believe in the free enter- 
prise and initiative-and-reward system 
of America should prove its usefulness, 
to war as to peace, by voluntary exer- 
cise of every necessary control of non- 
war-essential efforts and by implement- 
ing regulations to prevent local inter- 
ference with the main job, and bootleg- 
ging or other sabotage. 

Mr. Nelson’s fitness for the job of 
general manager of American industry 
is indicated in his energetic handling 
of the purchasing medley between War 
and Navy departments, his overcoming 
of the priorities-to-all mixup, and his 
production theme: “Too much, too soon” 
as a real Yankee answer to that criti- 
cism of democracies that they provide . 
“Too little and too late”. He has a big 
axe to cut through the inter-departmen- 
tal conflicts, the personal jealousies 
over authority, and the general fabric 
of red tape which has tied up produc- 
tion so that we have not yet avenged 
Pearl Harbor, protected the Marine 
heroes of Wake or the inhabitants of 
the “open city” of Manila. This war, 
as we have urged for many months, will 
be won on the Production Lines, for in 
mechanized murder the skillful use of 
the capital tool is as deadly as the gun. 


WHAT ARE NECESSARIES? 
generally agreed that necessaries of life 
must be subject to strict wartime con- 


It is 


trol in the event of shortages. But no 
concrete statement has yet been made 
as to what constitute the necessaries of 
life, though civilian “health and mor- 
ale” have been generally advanced as 
the tests. Food products are neces- 
saries, but obviously not all food pro- 
ducts; staples such as wheat, corn, po- 
tatoes are necessaries, but caviar and 
high priced steaks are not. Similarly, 
many consumer’s durable goods, such 
as refrigerators, washing machines and 
other electrical appliances cannot be 
considered necessaries of life, and must 
not be when war is on. Many goods 
which are widely used by the middle 
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income groups are being considered as 
necessaries of life because we have 
adapted our habits to them. But habits 
must change radically in “total” war. 
The basic test of a necessary of life 
should be a good which is vital to exist- 
ence, and that would include only cer- 
tain foods, clothing, shelter and trans- 
portation. Other goods which we have 
been accustomed to using in large quan- 
tities, because of the relatively higher 
standard of living in this country, can 
be foregone. 


In connection with those products 
which are deemed to be necessary and 
of which there are shortages, the nor- 
mal method of distribution, through the 
free price system, must be superseded 
by various controls. The arguments 
which are pertinent for this area of the 
economy, however, do not have the same 
significance when so-called luxury or 
semi-luxury products are considered. 
It would simplify the entire problem of 
control to permit these latter products 
to be distributed automatically by 
means of higher prices and then to take 
away any excess profits by the taxing 
device. Alternatively, heavy excise 
taxes on such products would tend to 
raise the price to the consumer, and 
would accomplish the same result, but 
would insure that profits were curtail- 
ed. If this were done, the shortage of 
skilled administrators for productive 
tasks could be overcome. It is frequent- 
ly suggested that under these conditions 
wealthy people would get all the goods, 
and the poor people will get very little. 
It must be remembered, however, that 
the number of very wealthy people is 
very limited. How many refrigerators, 
radios, washing machines, etc. could 
this group use? What would happen 
would be a bidding up by the middle in- 
come groups who use the bulk of these 
products now, where present ones can- 
not be used longer. 


The necessity for confining the area 
of control is well illustrated in connec- 
tion with rationing. Unless rationing 
is narrowly confined, it tends to spread 
very rapidly; the funds remaining after 
the purchase of the rationed goods are 
used to bid up the prices of other goods, 
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thus creating new maladjustments and 
necessitating additional price control 
and rationing measures. Of course this 
latter spiral can be prevented if the 
excess purchasing power were siphoned 
off through the taxing mechanism, or 
through some system of voluntary or 
forced saving. 


“POLITICS AS USUAL” — “Politics 
as usual’, “business as usual’, and 
“strikes as usual”, were the three car- 
dinal weaknesses of the defense pro- 
gram prior to the treacherous attack by 
Japan on December 7, 1941. The cur- 
tailment of automobile production, the 
rationing of tires, and the other meas- 
ures announced during the past few 
weeks indicate that “business as usual” 
has been abandoned for the duration. 
“Strikes as usual” have been suspended 
somewhat since the outbreak of the war 
and it is to be hoped that a complete 
elimination of this problem will be ef- 
fected through the medium of the pro- 
posed War Labor Board. 


Unfortunately, “politics as usual” is 
still with us, as demonstrated by the so- 
called Emergency Price Control Bill 
passed by the Senate earlier this month. 
We have pointed out many times in 
these columns that the bill passed by 
the House was essentially a price raising 
rather than a price fixing bill; the Sen- 
ate bill in some respects is even a long- 
er step in this wrong direction. The 
provisions limiting the power of the 
administrator to control farm prices are 
particularly vicious and the veto power 
given to the Secretary of Agriculture fur- 
ther negatives the significance of price 
control in this area. Senator Barkley 
has appropriately called this bill a 
“farm relief bill”. If this bill reflects 
the “will” of Congress to fight inflation, 
then the outlook is indeed bad and a 
substantial price inflation seems as- 
sured. 


The amendment of Senator Joseph 
O’Mahoney, which ties farm prices to 
industrial wages, means that the farm- 
ers now have a vested interest in high 
labor costs, since such increases will 
make possible higher farm prices. How 





THE CAPITAL ECONOMY 


can labor be expected to accept sacri- 
fices willingly if such favoritism is 
shown to the farmers? Businessmen, 
of course, will have to accept sacrifices 
since, under the tax legislation and the 
price control bill, there is no other 
choice left to them. The time for spe- 
cial pleading has long since passed, 
and the pampering of the farmer—as 
the prime sacred cow of politics— 
should be abandoned for the duration. 
With farm income at the highest level 
since 1929, the various subsidies paid 
to the farmer should be eliminated. In 
this connection, the budgetary cuts re- 
commended by the President represent 
only a small step in the right direction. 

If the administration really desires 
effective price control, it can substan- 
tially nullify the power given to the 
Secretary of Agriculture to veto meas- 
ures proposed by the administrator. If 
the Secretary of Agriculture refuses to 
cooperate and insists upon exercising 
his veto power, then it will be incum- 
bent upon the President to obtain a new 
Secretary of Agriculture who will be 
willing to cooperate fully. The admin- 
istration should also make clear that all 
surpluses held by government agencies 
will be made available and production 
will be expanded to the limit to curtail 
rising prices. 

The primary purposes of a price con- 
trol bill should be to keep down the 
cost of the war to the government and 
the cost of living to civilians. The Sen- 
ate bill fails dismally as a means of 
accomplishing the second objective and 
because of its failure in that area, will 
insure a spiral of wage increases as the 
cost of living advances and these in- 
creases, in turn, will be reflected in a 
substantial expansion in the cost of the 
war to the government. These increases 
will also add to the inflationary finan- 
cing which is necessary, with the con- 
sequent further pressure for higher 
prices, and entitle this bill to be called 
the Inflation Spiral act. 


A joint congressional committee has 
agreed to raise the annual salary of Leon 
Henderson, Price Control Administrator, 
from $10,000 to $12,000. 
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LOCAL TAXATION — It is being 
urged in high administration quarters 
that municipalities and state taxing 
authorities should NOT reduce their 
tax levies, on the assumption that this 
would negative the effort of the govern- 
ment to control inflation. The chief 
purpose of taxation is to raise revenue, 
and in war-time that means revenue for 
the national military machine—not for 
local “improvements” or civic luxuries. 
It is very well to speak of patriotism 
and unselfish effort, but the fact remains 
that man goes where the money flows— 
as we have seen in the farm grab, many 
of the labor strikes, and even sometimes 
in politics or business. We cannot af- 
ford to immobilize people in civilian 
functions that are dispensable, reduc- 
ible or replaceable by volunteers in war. 


And where is all this tax money com- 
ing from? Already the taxpayers of 
many towns are bled white or have 
contracted for all the debts they are 
able to pay. The government is asking 
for equal amounts in loans; prices are 
already higher for necessaries. The 
way to control inflation is not by spend- 
ing more money—or as much—for local 
administration and political organiza- 
tion, but by getting every possible per- 
son into productive work. Needless jobs 
should be eliminated to serve the two- 
fold function of curtailing local govern- 
ment expenditures and diverting more 
men to the war effort. The available 
funds can then be used to keep up the 
quality of government service during a 
period of inflation by providing for some 
wage increases for civil servants. 


Spending by local bodies only adds fuel 
to the flames, for the tax revenue of 
local authorities is not money “siphoned 
off” but only passed through political 
hands, and often may be spent in com- 
petition with war-essential materials, 


machines or labor. It is far better that 
local government spending be deferred 
to the post-war, or subsequent peace- 
deflation period. And for the sake of 
post-war reemployment, all public and 
civic works that can be deferred from 
interference with the main job now 
should be held in reserve for such ‘;imes. 
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This is no time for provincial prides and 
jealousies. 


If local tax levies are maintained on 
the basis that the proceeds can be used 
to reduce the existing volume of debt and 
thus strengthen the financial position 
of municipalities, the result would be 
anti-inflationary only to the extent that 
the money is transferred to capital ac- 
count of bondholders. 


TIRES, OIL AND RE-CENTRALIZA- 
TION—New residential towns of sev- 
eral hundred houses each, located be- 
yond the corporate limits of central ur- 
ban masses and between the spokes of 
the main suburban railroad lines, have 
sprung up like mushrooms in the past 
four or five years. Relying upon septic 
tanks and power driven pumps instead 
of city sewer systems and water mains, 
and depending upon private automobiles 
instead of street cars or suburban rail- 
roads for transportation, these new 
communities on the fringe of our large 
cities will be directly affected by the 
restrictions on new automobile tires or 
gasoline. Because of the housing short- 
age that will become more and more 
acute as a result of the curtailment of 
private residential building, the homes 
in these detached settlements will con- 
tinue to be occupied. Automobile tires 
have an average life of a year or more, 
which may be extended for another year 
by retreading. 


There will be an increased use of 
busses; workers will double up still 
more in the use of cars, and many resi- 
dents of communities within a mile or 
so of suburban stations will walk to 
work. Nevertheless the growth of new 
residential communities that are not 
directly located on mass transportation 
lines or that are not within walking dis- 
tance of new defense plants on the per- 
iphery, will doubtless be sharply cur- 
tailed for some time to come. The ef- 
fect on the decentralization of cities 
will be nothing short of revolutionary. 
For the duration of the war there may 
well be a strong movement toward re- 
centralization. The acute demand for 
existing homes and apartments near 
street car, elevated, subway lines or 


TRUSTS and ESTATES—January 1942 


suburban railway stations will probably 
quickly absorb all the present vacancies 
in these structures and lead to a still 
further doubling up of families in these 
living quarters that are accessible to 
mass transportation facilities. 


When victory is won and normal im- 
ports of rubber are resumed there may 
be a new crop of wooden towns scatter- 
ed about at random on the outer per- 
iphery of our great cities. On the other 
hand, if the present habit of universal 
automobile driving is broken or sus- 
pended for the period of a long war, a 
post war generation in which there is 
a hundred thousand or more trained 
aviators may take to the air, and form 
a new pattern of urban living based on 
the airplane. In this post war era, it 
is likewise possible that there will be 
wholesale reconstruction of our great 
cities based on a master plan, which 
will not allow for uneconomic duplica- 
tion of public utilities and the wasteful 
spreading of urban masses into chaotic 
peripheral developments. Hence it is 
unwise to assume that the trend toward 
residential decentralization will be 
automatically resumed at the conclusion 
of World War II. 


Prepared by Homer Hoyt, Director of 
Research, Chicago Plan Commission. 


TAXES AS SAVINGS INCENTIVE— 
Various proposals have been made to 
modify the tax system in such a manner 
as to increase the incentive to save. 
One suggestion is that purchasers of 
defense bonds be permitted to deduct 
such purchases up to a designated per- 
centage of their income in determining 
their tax liability. Thus, if 20% were 
the maximum deduction permitted, a 
person with a net income of $5,000 
could buy $1,000 of defense bonds and 
then pay taxes on the basis of a $4,000 
income. Since the tax saving for a 
married man without children under 
the present tax rates would be about 
$130, the proponents of this measure are 
saying in effect that the payment of 
some taxes could be foregone if this 
tax payer bought about 8 times as many 
bonds as the tax liability avoided. 
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For the higher incomes, the applica- 
tion of this formula would furnish a 
means of escaping tax liabilities, since 
the people in this group would in most 
cases buy bonds anyway and hence 
there would not necessarily be any 
greater diversion of purchasing power 
to the government. 

For those with lower incomes, such 
a plan would provide an _ incentive 
to abstain from current consumption, 
and thus effect the diversion desired. 
However, since the tax liability of those 
with higher incomes is greater, they 
would be forced to buy a smaller 
amount of bonds per $1 of tax saved 
than would those with lower incomes. 

A modification in this idea could obvi- 
ate this difficulty. Instead of the pro- 
posed deduction of bond purchases up 
to 20% of the income, continue to cal- 
culate the tax liability as at present. 
Then offer the bond purchase option on 
a progressive scale. For example, re- 
quire the purchase of $5 in bonds for 
every dollar of tax liability not paid by 
a person with an income of less than 
$2,000; persons with $5,000 income may 
be required to buy $10 per dollar in tax 
not paid, etc. The extent to which this 
option can be chosen should be limited 
to some designated proportion. 

However, it is still too early in the 
war program to adopt such measures 
which represent a type of forced sav- 
ings. Lower income tax exemptions, 
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higher selective excise taxes and gen- 
eral sales taxes are still substantial 
sources of revenue that remain to be 
tapped. But careful consideration must 
be given to the alternatives such as that 
discussed since in time they will have 
to be adopted if a substantial inflation 
is to be prevented. 


Six Objectives of Fiscal Policy 


(1) The financial burden should be equit- 
ably distributed among the various 
income and economic groups; 

(2) The methods of financing should 
avoid interfering with the effort to 
secure maximum production; 

(3) Fiscal policy should promote condi- 
tions favorable to an economic sys- 
tem of free enterprise; 

Since people dislike to pay for money 
spent and benefits received long ago, 
and since the distribution in the fu- 
ture of the burden of paying the debt 
cannot be forecast, it is desirable to 
distribute the fiscal burden finally as 
soon as possible; 

Since tax collections for the payment 
of interest have the same distribut- 
ing and repressive effects as other 
taxes, the amount of interest pay- 
ments should be kept low; 

Since inflation is in effect taxation 
in a very pernicious and undesirable 
form, it should be avoided or kept at 
the smallest possible magnitude. 


Roy Blough, Director of Tax Research, U. S. 
Treasury, before National Tax Assn. 


AMERICA’S SECOND LINE OF DEFENSE 
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FIDELITY- PHILADELPHIA 
Trust COMPANY 


Organized 1866 
Statement of Condition, December 31, 1941 


ASSETS 

Cash on Hand and due from Banks $38,177,625.85 
Loans 38,235,964.65 

Investments: 
U. S. Government Securities 30,990,939.78 
State, County and Municipal Securities .... 21,607,661.70 
Other Investment Securities 25,725,997.92 
Mortgages Owned “Including Fidelity Building Corporation, 5. = 5,579,210.68 
Real Estate Owned 4,568,581.33 
Vaults, Furniture artd Fixtures 1,406,568.54 
Accrued Interest Receivable 744,769.39 
Prepaid Taxes and Expenses 184,156.05 
Cash and Transient Collections 505,980.05 
Other Assets 262,544.58 
$167,990,000.52 


Capital $6,700,000.00 
Surplus 11,000,000.00 
Undivided Profits 1,496,337.85 
Reserve for Depreciation on Securities 387,782.70 
Reserve for Insurance 100,000.00 
Reserve for Interest, Taxes, etc 462,650.81 
Other Liabilities 12,100.00 
Deposits 147,831,129.16 

$167,990,000.52 


United States Government obligations and othersecurities carried at $24,418,983.91in 
the above statement are pledged to secure Government, State and Municipal deposits 
and for fiduciary purposesas required by law, and to secure Clearing House exchanges. 


MARSHALL S. MORGAN KENNETH G. LE FEVRE 


President Treasurer 


135 South Broad Street be : 325 Chestnut Street 


MEMBER 
FEDERAL DEPOSIT INSURANCE 
CORPORATION 


MEMBER 
FEDERAL RESERVE SYSTEM 
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The Battle of Raw Materials 


Ersatz — The Guest that Came to Stay* 


WILLIAM J. CASEY 
Chairman of Board of Editors, Research Institute of America, New York 


HE advent of war confronts In- 

dustrial America with tremen- 
dous problems of substitution, con- 
servation and standardization. After 
military needs are ascertained, what 
commodities shall we produce, what 
curtail? Life cannot go on as usual; 
consumers’ demands must: be re- 
directed. The essential industries 
have prior lien on the available raw 
materials—the left-overs must be 
carefully husbanded for the satisfac- 
tion of civilian appetites. 

Necessity is the mother of substitu- 
tion; the father is research. When prior- 
ities forced manufacturers of profession- 
al recording disks—the kind that bring 
you “music by transcription” over the 
radio—to abandon aluminum as a base 
material, many a groan was broadcast. 
First tests made on cardboard were un- 
satisfactory. A thermo-plastic resin was 
tried but had the disagreeable quality of 
oozing away under pressure. The disk 
folded up, took on U-shape and became 
utterly worthless. Other oven-baked 
resins were tried but all warped or be- 
came floppy like pancakes. Then steel 
was tried, but the steel had roll marks 
from the mill which had to be removed 
by an exorbitantly expensive process be- 
fore the lacquer could be applied. Then 
one turned to zinc. That would have 
been an excellent idea if ... but it 
was hit by priorities as soon as one found 
what an excellent substitute it was. The 
research engineer sent for a box of as- 
pirin and work started all over again. 
Some one suggested glass—tempered 
glass. It proved the ideal solution! Per- 

*Further discussion of this subject is 
being published in the forthcoming book, 

“Your Business Goes to War,” by Leo 

M. Cherne. 


fect smoothness makes the _ surface 
graph of the original aluminum look like 
the Appalachians in comparison. The 
superior “substitute” has come to stay. 


The success story of a substitute makes 
good reading, but it is not the whole 
story; it is closely linked with two other 
phases of the “Battle of Raw Materials”: 
conservation, and standardization of de- 
sign and processes. No exact dividing 
line can be drawn between them.. It is 
possible to introduce substitutes by re- 
vising industrial standards and again it 
is possible to conserve materials both by 
standardizing and by substitution. 


Substitution and Economic Risk 


HERE has always been substitution, 

in the Stone Age, the Bronze Age 
which succeeded it, and the Iron Age. 
Today plastics are replacing many 
metals; aniline dyes have been substi- 
tuted for indigo—what one calls normal 
technological progress. We are faced 
today with the necessity of rapidly devel- 
oping new materials to make good key 
shortages. But that is not all. Amer- 
ican industry must make better utiliza- 
tion of materials that have always 
been available. Glass or porcelain are 
not new but, faced with the necessity of 
saving nickel, we may have to take iron 
containers lined with glass or ceramic 
instead of pure nickel. The risk of 
breakage may be greater. We may have 
to replace the ceramic container five 
times in the course of a year where the 
nickel one lasted for several years. But 
here is where the change of attitude will 
have to be made. Nickel in armored 
plate may save the nation a battle. Glass 
in an acid vat may mean a few man- 
hours of work in repair and replacement 
or additional cost due to frequent replace- 
ment. But we will have to put in those 
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extra hours of work if we want to win 
military victories. 


Business must take extraordinary 
technical risks in war just as the Army 
and Navy take military risks. The Rus- 
sians built blast furnaces and rolling 
mills in inaccessible areas of the Urals 
such as Magnitogorsk, despite the fact 
that in smelting the available type of 
ore they were taking both a technical 
and economic risk, knowing that the 
strategic military advantages would in 
the end outweigh them. 


The Cost Illusion 


ERTAINLY the manufacture of 

neoprene types of synthetic rubber 
in the United States is an economic risk. 
Technically the problem is solved; eco- 
nomically it may never be. Synthetic 
rubber will probably always be more ex- 
pensive than the natural product. Arti- 
ficial silk, which excels cotton only in 
decorative respect but is no match in 
wearing capacity or water resistance, 
has constantly sold at a price level far 
above that of cotton since it was first 
manufactured on a commercial scale. It 
is a popular conception that when a new 
process is developed and first commer- 
cially applied the price is high but that 
with improved production methods the 
price is rapidly reduced. That has, how- 
ever, not been the case in many instances, 
and more so with the advancement of 
methodical preparatory research. 


Basic cost calculation is possible to a 
certain extent with regard to synthetic 
rubber. The manufacturing process is 
known, and pilot plants have been built. 
The price has been calculated and we 
know with reasonable certainty that it 
always will be cheaper to let nature grow 
a tree into which a brown man with a 
bucket punches a hole and draws off the 
latex. The question of cost, however, 
should not interfere with our national 
safety. It is not possible to risk leaving 
a material of life or death importance to 
our industrial life to sources of supply 
which can be completely shut off with a 
single military success of the enemy. 
We must substitute whether the price for 
synthetic rubber be 40c or 25c a pound, 
and on a large scale, immediately. 
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War may not stimulate inventive gen- 
ius but it certainly does crystalize what 
has been only technical theory into tech- 
nical fact. The synthetic finishes, which 
the automobile industry adopted almost 
overnight in 1921, really took 15 years 
to develop—but it took a war to force 
industry to adopt something which it 
really wanted. In many instances, the 
plastic materials which are now being in- 
troduced for door plates and other decor- 
ative uses will never be abandoned in 
favor of a tarnishing material such as 
brass. Indeed, many of the substitutes 
will prove to be guests that have come to 
stay. Certainly nylon, a development of 
the plastics industry or science, would 
never have been pushed ahead with such 
astouding rapidity had it not been for 
the constant threat of war against Japan. 

Ideas seem to come to a head all of 
a sudden, but separate development in 
various independent fields has usually 
taken place long beforehand. Here is 
an immensely important example. Until 
a very short time ago certain machine 
parts could only be made by machining 
out of solid metal or by working over a 
rough part until the final precision finish. 
was achieved—a costly process. Engin- 
eers discovered that by using metal pow- 
ders with a suitable binding material, 
one could stamp these parts on a hydrau- 
lic press. Special dies were made and 
now flawless parts, formerly machined 
for hours, are finished in a few seconds. 
Without the fast moving presses devel- 
oped in the plastic industry, however, 
the whole process would be useless. 


Alternative: Conversion Risk or 
Loss Certainty 


HE most serious problem facing the 

investor is: “What will happen to all 
this new equipment for the production 
of substitute materials once the war is 
over?” There are four principal alter- 
natives: 

a) leave it idle like another Muscle 
Shoals, an empty monument to a war 
emergency ; 

b) put on a tariff, as for natural 
rubber, create bad blood among the na- 
tions producing it, a burden on the peo- 
ple of the United States, and work in that 
way in the direction of a new war; 





THE OAPITAL ECONOMY 


SANDERSON & PORTER 


EST. 1896 


ENGINEERS FOR 
CORPORATE TRUSTEES 


IN CONNECTION 


WITH 


VALUATIONS AND MANAGEMENT PROBLEMS 


NEW YORK ‘ 


CHICAGO 


c) ease the synthetic rubber plant fa- 
cility out of the picture by converting 
gradually to other production that part 
of the plant that is suitable for such con- 
version and dismantling the rest under 
the protection of a gradually lowered 
tariff wall—or 

d) government operation. The plants 
being financed by the government, they 
would be in a unique competitive posi- 
tion with their power to write off (as 
witness T.V.A.) part or all of the in- 
vestment as overhead charge. 

In any case there will be serious loss. 
However, the problem of synthetic rub- 
ber is not as serious for the average bus- 
iness man because its production will be 
done through the Federal government 
directly or by large companies operating 
under Federal aid. 

Priorities and allocation will cause a 
great number of corporations either com- 
pletely to discontinue their normal com- 
mercial activity or conduct it on a very 
reduced scale. 

To stay in business today you must 
convert your machinery to the use of 
substitutes. You will have to experiment 
and make use of the facilities of your 
own and public research laboratories. If 
you are lucky, the new material may be 
so good that you will never want to 
switch back. If you are lucky, the change 
back to the old process may be well paid 
for by the profits which you made dur- 


SAN FRANCISCO 


ing the war boom period. If you are 
not lucky, or don’t convert, you will have 
to take a loss in either case. At least 
one plant has put a high-placed execu- 
tive in charge of matters concerning 
post-war adjustment, or as a large enter- 
prise calls it: vice-president-in-charge-of- 
thinking-about-what-to-do-when-the-war- 
is-over. 


Setting up a post-war readjustment re- 
serve fund is a probable solution. In 
these days when almost any factory must 
be prepared for the time when it may 
have to retool and readjust machinery to 
change from peacetime to wartime pro- 
duction, an accumulation may be wise and 
necessary which in pre-war days would 
be considered unreasonable.* Any cor- 
poration which has the executive ability 
and facilities for defense production can 
reasonably build up its financial reserve 
for the time it will be called upon by the 
Government, even though its present ac- 
tivities are almost negligible. 


The Art of Replacement 


HE aircraft industry is making a 
bold effort to replace strategic mater- 
ials, especially aluminum. One of the 
most promising substitutes is wood plas- 
tic, a composition of spruce and plywood 


*Cf. decision in Wilson v. Wilson by Ninth Cir- 
cuit Court of Appeals; and discussion in Trusts 
and Estates of August, 1941, page 120. 
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which is, ironically, coming to the rescue 
of the metal that practically supplanted 
wood in aircraft construction. Except 
for a few minor parts, plastics in air- 
planes are, in reality, wood reinforced 
or bonded with plastic adhesives. 
Another interesting example of sub- 
stitution is that of finely woven glass 
fiber, coated with a heat-resistant resin 
varnish, for mica in electrical insulation. 
This product was developed with diffi- 
culty, and already a threatened shortage 
of resin may force chemists to hunt for 
a substitute for the original substitute, 
perhaps in the field of ferro-enamels. 
The replacement of materials from the 
Far East with products from Latin 
America is now an important phase of 
substitution. We have lost the coconut 
oil emanating from the Philippines and 
nearby islands which supplied the lauric 
acid in soaps. A satisfactory replace- 
ment is the oil of Brazil. We could use 
a half million tons of babassu nut ker- 
nels, but the Brazilians will produce only 
a fraction of that amount. Denied the 
tung oil of China, used in paints, we rely 
on the citicica and castor oils of Brazil; 
and unable to import jute and manila 
from the Far East we use caroa and 
other South American fibers. Present 
indications are, however, that it will be 
a long time before our hemispheric 
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neighbors will produce adequate quanti- 
ties. 


The Standardization Movement 


HE success of our colossal armament 

program hinges basically on assem- 
bly line production on uniform, set stand- 
ards for materials, tolerances and fits. 
The system of split bidding and subcon- 
tracting of similar products among num- 
erous factories could not succeed without 
guarantee that deviations from the norm 
will be minimized. One of the reasons 
for the collapse of France was the lack of 
industrial standards. Airplane manufac- 
ture was in the hands of dozens of small 
plants, most of which did not employ 
more than a few hundred workers. Don- 


ald M. Nelson put the matter in a nut- 
shell when he told the National Associa- 
tion of Manufacturers on June 16, 1941: 


“If the workers and machines and 
managerial skill not used to make extra, 
unneeded varieties are set free for other 
employment, we can increase both our 
production of defense goods and our pro- 
duction of goods for consumers. I be- 
lieve that it is possible to increase our 
present productive capacity by a fourth 
or perhaps even by a third by reducing 
the variety of goods offered to the com- 
mercial trade .. .” 


The War Department’s standardiza- 
tion program has been enormously ex- 
panded in recent years to achieve greater 
precision, improved quality and reduced 
costs. Military standards are of the 
most severe kind, for an error in the tol- 
erance of a howitzer part of a thous- 
andth of a millimeter may cause the an- 
nihilation of an entire brigade. A mech- 
anized army depends on “fits” and “toler- 
ances.” 

Early in 1941 the American Standards 
Association adopted a streamlined meth- 
od of promoting uniform standards as 
for tool steels, screw threads, bolts, nuts, 
wrench heads openings, machine pins, 
wire and sheet metal gauges, and statis- 
tical methods of quality control in mass 
production. The Office of Price Ad- 
ministration and Priority Division are 
now prepared to assist manufacturers, 
distributors, consumers, and others in 
adopting a program of simplification and 
standardization of various lines of pro- 
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ducts. Such a program, moreover, will 
simplify the imposition of price ceilings 
by O.P.A. by eliminating unnecessary 
sizes, styles and qualities. 


Effects on Efficiency—and on 
Competition 


HE aim of standarization is not only 

to improve industrial efficiency and 
accelerate output, but to conserve mater- 
ials. Priorities will bring about com- 
pulsory standardization. The govern- 
ment will, if necessary, release raw mat- 
erials only for standard products, as it 
is doing in defense housing by means of 
a preference rating system. This inten- 
sified movement will accentuate the con- 
centration of industry and the pooling of 
resources. Blueprints, patterns, dies, 
and patent rights will be interchanged. 

Manufacturers working for the gov- 
ernment often find that specifications 
cannot be fulfilled because of inadequate 
labor and material and shortage of time. 
The OPM, if requested, may persuade the 
Procurement Division of the Treasury 
to relax the specifications on condition 
that production and delivery is speeded 
up; costs lowered; critical, scarce or 
strategic materials conserved; plant and 
equipment more fully utilized; quality 
improved; inspection and acceptance 
tests simplified; or turnover accelerated, 
resulting in smaller investment in inven- 
tory. 

What effect will this trend, which can 
be expected to gain momentum as our 
participation in the war increases, have 
on industry? This spectre haunts the 
entire war economy. What kind of goods 
will we permit the non-essential factories 
to make? How shall the available mater- 
ials be most skillfully deployed? What 
will substitution, conservation and stan- 
dardization do to competition of pri- 
vate industry? If parts and mechanical 
elements are standardized and _ subse- 
quently entire aggregates of machinery 
such as cars, refrigerators and washing 
machines, are made on the basis of stan- 
dard designs what necessity is there for 
competing enterprises? No attempt was 
made in this discussion to tread on this 
dangerous ground. All that was men- 
tioned here is the clinical fact that this 
problem exists. 
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“Scorched Valuables” 


Secretary Morgenthau recently disclosed 
that prompt action by American officials in 
the Philippines prevented many millions of 
dollars worth of securities, coin, currency, 
bullion, jewelry and other property from 
falling into the hands of the Japanese. This 
is the first application of the “scorched earth 
policy” to this class of valuables. 

In anticipation of the temporary occupa- 
tion of Manila and other parts of the Phil- 
ippines and remembering the experience of 
unprepared European countries that per- 
mitted hundreds of millions of dollars of 
valuables to fall into the hands of Germany, 
the Secretary of the Treasury, in coopera- 
tion with the Secretary of the Interior and 
at the direction of the President, vested in 
the U. S. High Commissioner the sweeping 
powers of Title III of the First War Pow- 
ers Act of 1941 and authorized him to take 
all necessary steps to prevent bullion, cur- 
rency, coin, checks, securities, and similar 
valuables from falling into enemy hands. 
The High Commissioner was authorized to 
destroy any of these assets or otherwise 
dispose of them rather than to permit the 
Japanese to acquire them. 
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Guaranty Trust Company of New York 


140 Broadway 
Fifth Ave. at 44th St. Madison Ave. at 60th St. 
LONDON VICHY PARIS BRUSSELS 


Condensed Statement of Condition, December 31, 1941 


RESOURCES 


Cash on Hand, in Federal Reserve Bank, and 
Due from Banks and Bankers $ 883,795,875.57 
U. S. Government Obligations 1,018,486,210.88 
Public Securities 49,327,006.47 
7,800,000.00 
Other Securities and Obligations 22,032,385.91 
Loans and Bills Purchased 550,865,729.43 
Credits Granted on Acceptances 5,473,967.43 
Accrued Interest and Accounts Receivable 6.788,221.57 
Real Estate Bonds and Mortgages 1,755,325.57 


2,546,324,722.83 
Bank Buildings 10,930,820.19 
Other Real Estate 1,332,155.47 


Total Resources $2,558,587,698.49 


LIABILITIES 


$2,242,977,816.97 
Checks Outstanding 16,917,584.52 


$2,259,895,401.49 
Acceptances $9,550,144.36 
Less: Own Acceptances Held for Investment 4,076,176.93 


5,473,967.43 
Liability as Endorser on Acceptances and 
Foreign Bills 94,097.00 
Foreign Funds Borrowed 152,550.00 
Dividend Payable January 2, 1942 2,700,000.00 
Items in Transit with Foreign Branches and Net 
Difference in Balances Between Various Offices 
Due to Different Statement Dates of Some 
Foreign Branches 926,492.29 
Miscellaneous Accounts Payable, Accrued Taxes, etc. 9,874,333.76 


2,279,116,841.97 


Surplus Fund 
Undivided Profits 


Total Capital Funds 279,470,856.52 
Total Liabilities $2,558,587,698.49 


Securities carried at $16,504,385.75 in the above Statement are pledged to qualify for 
fiduciary powers, to secure public monies as required by law, and for other purposes. 


This Statement includes the resources and liabilities of the English and French 
Branches as of December 26, 1941, and Belgian Branch as of October 31, 1941. 


Member Federal Deposit Insurance Corporation 
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Profits or Capital Tax? 


Inadequate Depreciation Charges 
Lead to Dissipation of Capital 


FRED M. DANNENBERG 
Research Associate, New York University 


S usual, business is going to bear 

the brunt of the burden of the vas- 
ter revenues required by the new war 
budget. When Secretary Morgenthau 
testified before the House Banking and 
Currency Committee, he said, “In times 
like these when a corporation earns 6 
per cent on its capital it ought to be 
satisfied . . . all the rest ought to be 
taken to pay for these unusual and fan- 
tastic figures that represent defense re- 
quirements ...I don’t think we are ask- 
ing business to do any more than its 
share by giving up everything over 6 
per cent.” 


While a law taxing away all corpor- 
ate income over six per cent is not prob- 
able, Congress will surely set an ex- 
ceedingly high tax on profits. No one 
begrudges the government additional 
revenue in its hour of need, but business 
cannot be expected to pay out its cap- 
ital investment, in the guise of a pro- 
fits tax, and remain healthy and efficient. 
The legislature should not be unduly 
censured for such injustices. It does 
not even suspect that profits were and 
still are erroneously computed. The 
fault lies mainly with industry, and sec- 
ondly with a regulation of the Treasury 
Department’s Bureau of Internal Rev- 
enue. 

Trustees of estates, savings and in- 
surance, in fact all investors must 
watch carefully, and invest funds en- 
trusted to their care only in those com- 
panies that follow a modern deprecia- 
tion policy, else the corpus will be paid 
out in the form of income and thus dis- 
appear. 


Historic Cost vs. Present Value 


USINESS took pride in being “con- 
servative.” While it wrote down its 
intangible assets to $1 on its books, it did 


very little to properly account for its 
physical asets. Industry—and many ac- 
countants themselves—had paid relative- 
ly little attention to depreciation. They 
considered it only as something to be 
deducted from profits for income tax 
purposes. They did not think of de- 
preciation, nor do they handle it now, 
as a true operating expense. Witness 
the financial reports of corporations 
which almost always bear the line: 
“net profits before depreciation and tax- 
es.” Notice they assume they already 
have the net profit before deducting the 
depreciation. Depreciation accounting 
should do two things: determine the 
true portion of operating expenses that 
result from the using up of a portion 
of the fixed capital; and set aside the 
value of this consumed fixed capital 
from profits. 


Notice the word “value” was used 
and not “cost of fixed capital.” Cost, 
as the United States Supreme Court 
once said, is water over the dam; 
it is relatively unimportant. Cost may 
or may not equal value, depending upon 
the nature and the time of the transac- 
tion. If a piece of machinery were pur- 
chased in an arms-length transaction in 
a free market, then cost and value 
would be synonymous at the time of the 
purchase and sale. If appraised some 
time after the purchase, its value may 
be higher or lower than the cost. Value 
then —as evidenced by reproduction 
cost—is the important concept. 

This is especially true of fixed cap- 
ital. What does it matter that a ma- 
chine cost a million dollars a decade 
ago if it can only be sold for less than 
the cost of the removal today? That 
does not enter the present picture at 
all. Repairs and replacements of the 
property must be made at current 
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prices, which is present value, not at 
the old purchase price levels. Cost is 
important historicaly, but it has no ef- 
fect on prices. Present prices are af- 
fected only by the value and produc- 
tivity of the capital goods. Since it is 
a prime factor in determination of the 
cost of production, the value of the cap- 
ital goods consumed during the pro- 
cess of production is a true expense of 
production. The accountants say they 
classify this as an operating expense; 
they call it depreciation. 

Because of its very nature, deprecia- 
tion should not be calculated, as it has 
been, by using cost as its base. Value 
should be used. This would automatic- 
ally do two things: First, it would tell 
management the value of the fixed cap- 
ital consumed during the accounting 
period, so that the proper cost of pro- 
duction could be ascertained. Second, 
it would determine the amount of money 
that must be set aside to reimburse the 
company for the capital consumed.! 


Rising Costs Emphasize Importance 


OW that the Government has de- 

cided to tax all profits over a bare 
minimum it is essential to depreciate 
the fixed capital on a basis of value, 
especially because of rising costs. Con- 
struction costs have risen from 242.1 
in August 1940 to 266.1 in December 
1941, using 1913 as the base year. This 
is an increase of 24%, with all indica- 


1. It is not necessary actually to set aside the 
money in the form of a fund, but only properly 
to account for it in the books. 
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tions pointing to a further and steeper 
rise.” 

What happens to profits and capital, 
during periods of rising prices, when we 
depreciate using original cost as a bas- 
is? Assume that a piece of equipment 
having an estimated useful life of ten 
years was purchased last year. The 
depreciation is accounted for on a 
straight-line basis. The property, let 
us assume further, cost $1,000. Hence 
we see that $100 (disregarding salvage 
value of the scrap) is ordinarily set 
aside for depreciation. But, let us de- 
termine the cost of replacement of this 
equipment. If the value of the equip- 
ment rose only the amount of the con- 
struction index, then the cost of replace- 
ment would be $1240 less the first year’s 
depreciation of $124. 


Thus the reported profits would be 
$24 per $1,000 more than actually obtain- 
ed. Were the Government to take away 
say 90% of this in the form of an excess 
profit tax, it would unwittingly be tak- 
ing $21.60 of every $1,000 of our physi- 
cal capital under the guise of a current 
income tax. Because the rates were 
lower in the past this over-tax was not 
so significant as it is now, nor as it will 
be in the future. The proposed rates 
are intended to confiscate all profits 
over the minimum we would be allowed 
to keep. 

It is sheer suicide for business to go 
on overstating its profits by underde- 
preciating its capital, since aside from 
paying the additional taxes, capital 
would be dissipated for lack of proper 
provision for replacement. This will 
cause untold hardship in the future. 
As pointed out in “Depreciation and 
Capital Replenishment’ posterity loses 
when we consume our capital without 
making proper provision for its replen- 
ishment, and will be forced to pay a 
much greater part of our war effort 
than we think we are saddling on them. 
They will have to pay for the machin- 
ery and equipment we are consuming 
and not replacing; and out of this re- 
duced income they will be forced to pay 


2. Engineering News-Record, July 3, and Dec. 4, 
1941. 

3. To be published in a future issue of The Journal 
of Accountancy. 
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off the mortgage we are now creating 
for them. 


Revision or Legislation 


HAT can we do to overcome this 

inequity? In the first place bus- 
iness managers should insist upon pro- 
per depreciation accounting, taking the 
stand of the United States Supreme 
Court that past cost is not at all impor- 
tant—but that value is. Secondly, the 
Treasury Department should be urged 
to change the rule published by the Bur- 
eau of Internal Revenue on page 4 of its 
Bulletin F, which states: “Replacement 
value of property cannot be substituted 
for cost or any other allowable basis 
of the property.” 

Notice that by “replacement value” 
the Bureau means “present value,” or 
just “value” for short. If the Treasury 
cannot be persuaded to change the reg- 
ulation, then Congress should be in- 
duced to insert the appropriate clause 
in its new revenue bill. The legisla- 
ture should be made to see this injus- 
tice and prevent its further perpetra- 
tion. 


Defends Industry’s War Output 


Our past ability to outproduce the world 
was in those specialized things which our 
people would use—refrigerators, automo- 
biles, vacuum cleaners, bathtubs and radios. 
But we were not a very important produc- 
ing nation in military supplies or arma- 
ment because our people as a whole did 
not want it and because it was not our na- 
tional policy to acquire armament in any 
really large volume. 

So when we decided as a national policy, 
to expand our armament equipment we had 
to do several things: to convert civilian pro- 
duction to war production, to build new 
plants, to make new machines. We had 
to start virtually from scratch. 

Here are some examples of defense pro- 
duction progress: 

The O. P. M. reported in December that 
about half of the total man-hours worked 
in automobile assembly and parts plants 
are being devoted to war-time production, 
representing a 50 per cent increase in de- 
fense production in the same plants during 
September and October. 

A 23 per cent increase in steel production 
in 1941 over 1940. This was the highest 
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production in steel industry history. There 
are very practical limitations on the abil- 
ity to increase steel production—limitations 
which many arm chair observers do not 
realize—among them shortages of scrap 
iron and steel and ferromanganese. 

Machinery is the backbone of defense 
production. Exclusive of transportation . 
equipment, we produced in 1941 approxi- 
mately $11,000,000,000 worth of machinery 
—70 per cent more than in 1940; 53 per 
cent more than in the previous peak year 
of 1929. 


The Navy was able to commission more 
fighting ships in fifteen months than in the 
fourteen years between 1922 and 1937. 

In December, 1941, about 70 per cent of 
steel production was destined for war uses; 
within three months the proportion will 
probably rise to 90 per cent. 

Another charge being made is that the 
alleged unwillingness or inability to con- 
vert commercial industry into war industry 
is proved by the fact that in 1941 this coun- 
try enjoyed a record-breaking commercial 
boom. Here are the real economics: 

In 1941 about four billion dollars was 
spent for defense plant construction. About 
as much more will be spent in 1942. Not 
until new plants are completed can they 
produce. 

Thirteen billion dollars spent for defense 
goods in 1941 was bound to increase the de- 
mand for civilian goods, unless curbed in 
some way. 

Until unused facilities and labor were 
used up it was not economically necessary 
(except in a few very special fields) to 
restrict civilian production in order to se- 
cure actual defense production. It would 


have created unnecessary economic hardship 
to curb civilian production. 
W. P. WITHEROW, Pres., 
National Assn. of Manufacturers. 
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“Do one thing—and do it well,”’ is the sound old 
adage on which is based our policy of concentrating 
all our facilities and specialized experience upon trust 


service and trust service only. 


As a consequence of this policy, in the management 
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Foreign War Economy 


BRITISH CONTROL OF CANNED 
GOODS—tTinned foods were rationed by the 
point system on November 17. Pastes, 
soups, vegetables other than beans, and 
fruit are exempted. The expenditure of 16 
points a head monthly on tinned meat, fish 
and beans will follow exactly the same prin- 
ciples as those governing the expenditure 
of clothing coupons. The consumer is not 
required to register at any one shop and is 
allowed freedom of choice within the new 
group of rationed goods, within the retail- 
er’s stocks and within the point pricing 
schedule laid down by the Ministry of Food. 
A high proportion of the supplies covered 
by the new order are Lend Lease imports 
from the United States. The importance 
of the new scheme lies in the prospect that 
it opens up of controlled distribution of 
all foods offered for sale. 


The advantages include the restoration 
of competition in the retail trade, a defi- 
ciency which in recent months has given 
rise to a notable deterioration in the quality 
of service; the removal of a severe handicap 
on workers whose shopping facilities are 
inferior to those of the leisured classes; and 
the elimination of a source of inflationary 
pressure on the price level resulting from 
unduly strong competition to buy. All these 
advantages are not achieved simply by 
point-rationing canned goods, but many of 
them could be attained, outside the sphere 
of the basic foods, by an extension of this 
method. There is only one disadvantage— 
that the scheme involves the possession of 
a new ration book, a pink ’un, making, with 
the margarine page still in use in some 
quarters, four books in all. Let us hope 
that in the next rationing period they will 
be bound in an omnibus volume. 


The Economist, (London) 


BRITISH BUDGET — Expenditure for 
the first nine months of the current finan- 
cial year was £3,495,761,703, income totalled 
£1,221,567,556, against £752,418,136 for the 
same period a year ago. 

Thus the deficit to date is £2,274,194,147. 
On almost all items, the taxation yields 
were higher than a year earlier. 


BRITISH CONTROL OVER RETAILING 
—Starting January 1, 1942, it is illegal to 
open a new retail shop or sell new lines at 


existing shops without a license from the 
Board of Trade. 


PRICES IN BELGIUM—Butter, $1.64 a 
pound; one loaf rye bread, $1.20; ham, 
$2.04 a pound; one egg, 15 cents; one po- 
tato, 21 cents; sugar, 54 cents a pound; 
chicken, $2.04 a pound; coffee, $5.45 a 
pound; tea, $13.63 a pound. These prices 
are minimums in “black,” or bootleg, mar- 
ket, on which three out of four Belgians 
depend to supplement inadequate official 
rations. 

(Wall Street Journal) 


AUSTRALIAN RENT CONTROL—House 
rents have been fixed at the Aug. 31, 1939, 
level subject to the determination of fair 
rent boards. The regulations apply to rents 
of £4 4s or less in New South Wales. If — 
an owner recovers possession for his own 
use he cannot rent the house to another 
tenant for at least a year. 


BANK CONTROL IN AUSTRALIA— 
New banking regulations have been tabled 
in the Australian House of Representatives. 

Within three weeks after they are ef- 
fective, all private banks must be licensed. 
A bank’s license may be withdrawn only 
on the recommendation of a High Court 
judge. Private banks can make advances 
only in accordance with Commonwealth 
Bank policy. Loans, subscriptions, and the 
purchase of securities can be made only 
with the prior consent of the Common- 
wealth Bank. The Commonwealth Bank 
will determine what portion of a private 
bank’s surplus funds available for invest- 
ment will be deposited in a special account 
with the Commonwealth Bank. 


AUSTRALIAN INDUSTRIAL BOARD— 
To improve the machinery of industrial 
regulation, an advisory industrial relations 
council has been created. 

The council consists of eight employes, 
with a full-time expert as deputy chair- 
man. The chairman will be a federal min- 
ister. 

The council will advise the government on 
the development of industrial policy, indus- 
trial and wages problems. The council is 
expected to accelerate the work of industrial 
tribunals and ensure speedier redress of 
grievances and maximum, continuous pro- 
duction. 
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7 COMPLETE TRUST SERVICE IN GEORGIA 
NE through ten offices in six cities 
THE CITIZENS & SOUTHERN NATIONAL BANK 


CANADIAN CONTROLS EXTENDED— 
Credit controls have been tightened. The 
trade-in value of an article cannot be con- 
sidered part of the down payment. Differ- 
entials of at least % of 1% a month be- 
tween cash and installment prices are re- 
quired. Advertising must give equal prom- 
inence to cash and credit prices. Although 
farmers must meet the down payment reg- 
ulations and pay within the time limit per- 
mitted, they may make their monthly pay- 
ments irregularly in accordance with the 
seasonal fluctuations of their income. 


After March 31, 1942, manufacture of 
a wide range of metal products which enter 
into most homes and businesses will be 
halted by Federal order, and one month 
later the sale of such articles will be pro- 
hibited. 


Specifically banned are metal toys, tri- 
cycles, ice skates, roller skates, and chil- 
dren’s metal wagons. Household metal 
goods to be eliminated include electric broil- 
ers, electric food mixers, sandwich toasters, 
roasters and grills, waffle irons, etc.. Re- 
tailers are permitted to dispose of their 
stocks. 


CONTROL IN NEW ZEALAND—AIll 
available men and material have been re- 
served for war purposes. The government 
has purchased the entire pear and apple 
crops. If more than 560 pounds of steel 
are used in building work costing more 
than $500 a permit is required. 


REGULATION OF FRENCH STOCK 
EXCHANGE—New laws impose an impor- 
tant increase in the tax affecting all Bourse 
operations without exception and also much 
severer regulation of transfers of secur- 
ities. 

The first law is a Ministerial order, rais- 
ing from 1 1-10 francs on the thousand to 
5 francs per thousand involved in any 
Bourse transfer. The second law obliges 
all transfers to pass through an exchange 
agent, although transfers formerly could 
take place outside a Bourse, either through 
a bank or notary or even between the 
holder and eventual purchaser. An ex- 


change agent must refuse any transaction 
which is not a direct transfer—that is to 
say, unless the two persons involved are 
the true buyer and the true seller. The 
agent also must decline any transfer unless 
the price comes between the highest and 
lowest quoted in the last three Bourse rat- 
ings before the date of transfer. This rul- 
ing does not apply to certain cases, but the 
exchange agent must refer these cases to 
the Syndical Chamber, which in turn must 
get approval from the Ministry of Finance. 

This law aims to bring back to the Bourse 
numerous operations which have been tak- 
ing place outside it. 

Severe punishments are provided for vio- 
lations of the laws. Not only can secur- 
ities be confiscated but also the seller and 
the purchaser can be fined a common sum 
equivalent to five times the total value of 
the transaction. Funds produced by the 
fine and the sale of securities confiscated 
are to be deposited in the national relief 
fund. 

New York Times, Dec. 5, 1941 


Urges Pension Revamping 


C. Armel Nutter, president of the New 
Jersey Association of Real Estate Boards, 
recently urged legislative action to revamp 
the numerous pension fund laws and make 
the funds actuarily sound. 

“With one or two exceptions, all of the 
many pension funds are on an unsound 
basis,” said Mr. Nutter. “Since municipal- 
ities are required to make up any deficits, 
this means local taxpayers are liable for 
additional payments, plus the regular con- 
tributions now made by the municipalities. 

“Employee contributions, benefit pay- 
ments and eligibility requirements for re- 
tirement, in so far as age and length of 
service are concerned, should be regulated 
as to make each fund actuarily sound, just 
as insurance companies work out their 
premiums and benefits. Then the home 
owner won’t face the possibility of being 
compelled to make up a deficit.” 
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War Insurance Plans 


IN ENGLAND 


IRVIN BUSSING 
Director of Research, Savings Banks Trust Company, New York 


HERE are three parts to the British 
War Damage Act of Mar. 25, 1941: 

(1) Compulsory insurance of buildings 
and other immovable property including 
fixed machinery. 

(2) Insurance for movable business as- 
sets such as machinery and equipment 
other than fixed objects. Insurance under 
part 2 is compulsory if a person’s business 
assets are worth more than £1,000 and op- 
tional if the assets amount to less. 

(3) Insurance of private chattels and 
personal possessions, insurance of which 
is optional. 

(This discussion is confined to the first 
part of the Act.) 


Contributions 


The present plan requires contributions 
for a period of five years beginning July 1, 
1941. Payments made during this five-year 
period are to cover the war damage sus- 
tained during the first two years of the 
war. Presumably, at the end of the five 
years a new contributory period will have 
to be established to compensate for losses 
sustained during the third and succeeding 
years of the war. It is estimated that the 
total contributions from property owners 
during this period will amount to approx- 
imately $800,000,000. From this fund com- 
pensation will be made. If the fund is in- 
adequate the Exchequer will contribute a 
like amount, and if both sums are inade- 
quate the additional losses will be paid out 
of equal contributions by the Government 
and property owners. 


Contributions are at the rate of 10% per 
annum of the annual value, payable for 
five years. The annual value is equivalent 
to the net income before interest on the 
mortgage but after all other charges. 


In the United States we are accustomed 
to think in terms of capital value rather 
than annual value. 


In Great Britain the capital value is of 
importance for the purpose of adjusting 
the claim but the annual value is the basis 
on which contributions are calculated. 


It became necessary to institute an in- 
surance scheme of this sort because private 
insurance companies considered it unwise, 
if not impossible, for them to assume the 
burden without undue prejudice to their 
obligations toward existing policyholders. 
The same attitude has been taken by fire 
and casualty insurance companies in the 
United States, with the result that until 
the R.F.C. announced* that a fund of 
$100,000,000 was being established to com- 
pensate property owners for war damage, 
losses arising from or incidental to acts 
of war were not covered by insurance. 


Method of Compensating for Damage 


Property owners in Great Britain will be 
indemnified in two ways. If damage to 
property may reasonably be repaired and 
the War Damage Commission considers it 
expedient to authorize the repairs, they 
will be made immediately or as soon as prac- 
ticable. On the other hand, if the property 
is a total loss the War Damage Commission 
has the option of deferring payment to the 
owner until the end of the war unless im- 
mediate reconstruction of the property is 
considered necessary. In any event the 
repair and reconstruction of properties must 
be undertaken in accordance with long- 
range civic plans which are being developed 
in Great Britain. 

In deferring adjustments until after the 
war the Government is thus able to build 
up a shelf of work projects. If compensa- 
tion is postponed until conclusion of the 
war the property owner’s impounded com- 
pensation accrues interest at 2% per cent 
per annum. 


*The War Insurance Corp., is to provide “rea- 
sonable protection,” from Dec. 13, 1941 on, 
against losses resulting from enemy attack on 
private property in the continental United States. 
Protection would be against losses sustained 
through “‘damage to, or destruction of, buildings, 
structures and personal property, including goods, 
growing crops and orchards,” up to a total of 
$100 million. ‘‘Accounts, bills, currency, debts, 
evidence of debts, money, notes, securities, paint- 
ings and other objects of art,’’ are not protected. 

For the time being no premium will be charged 
for this protection and no declaration or reports 
required, unless there is a loss. 





26 


There is no provision in the Act for ad- 
ditional compensation to the owner in the 
event that the cost of reproduction after 
the war exceeds the value at which his 
claim was allowed. For the purpose of de- 
termining compensation, property values 
(presumably market prices) as of March 
31, 1939 (5 months before the war began) 
are taken by the War Damage Commission. 

There is an obvious injustice in the plan 
to the, extent that in determining the 
amount of the owner’s contribution, value 
of the land on which the building rests is 
taken into account; yet no compensation is 
payable on the land but only on the build- 
ing. 


Position of Mortgagees 


Mortgagees are required to contribute one 
sixth of the cost of the insurance if the 
mortgage amounts to one third to one half 
of the value; one third if the mortgage 
amounts to one half to two thirds of value; 
one half if the mortgage is between two 
thirds and three fourths, and two thirds if 
the mortgage exceeds three fourths of value. 


When compensation for war damage is 
made the position of the mortgagee is 
identical to that which would obtain if the 
property were sold. 


The American Situation 


Several questions arise when we attempt 
to apply the British plan to the American 
problem. 


In the first place, if the Federal Govern- 
ment established a war damage commission 
or corporation and required universal com- 
pulsory payments on the part of property 
owners and mortgagees, and this payment 
were construed by the Supreme Court to 
be a tax, the law would undoubtedly be de- 
clared unconstitutional, because it would 
violate that section of the Constitution 
which requires Federal taxes to be levied 
in proportion to population. 

In the second place, the question would 
arise as to the value that should be taken 
for the purpose of compensation. Since as- 
sessed valuations in most American com- 
munities exceed market values, the Federal 
Government might refuse to compensate 
owners at assessed valuations. This would 
put the local governments in a difficult 
position since property owners could then 
contest assessed valuations. 

There is also the point of view that if 
the Federal Government managed in some 
way to levy a contribution on property 
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owners, this would constitute an entering 
wedge for the eventual establishment 
through some constitutional means of a 
Federal real estate tax, thus further com- 
plicating the problem of real property own- 
ership. 


In view of these difficulties it has been 
suggested that the Federal Government re- 
gard war damage to property as an incident 
of war and compensate owners for such 
losses from the same “bottomless pit” of 
funds with which the war itself is being 
financed. 


The third possibility, and the least like- 
ly, is that private insurance companies 
might conceivably write war damage insur- 
ance provided some agency of the Federal 
Government would reinsure the risk up to 
perhaps 80 per cent. This apparently is 
not favored by Washington officials or at 
least by the R.F.C. and consequently is not 
likely to be seriously considered. An adap- 
tation of this or the F.H.A. principle 
would, nevertheless, seem to have merit. 


In any event it does not appear realistic 
to assume that damage to real property in 
America will approach the British ratio. 
The sum is likely to be so small that it 
would probably be preferable to allocate 
a fund of money for the purpose out of ex- 
isting revenues rather than establish some 
new collection machinery. 


From Savings Banks Association News Bulle- 
tin, Dec. 26, 1941. 


IN CHINA 


INCE the war began war insurance pol- 

icies amounting to a total of $865,000,- 

000 have been issued by China’s Central 

Trust, auxiliary organization of the Min- 
istry of Finance. 


War insurance was initiated by the Chi- 
nese Government in October, 1937—three 
months after the outbreak of the war— 
as a means of encouraging production and 
reconstruction of essential industries in the 
Free Western Provinces. Of the total war 
insurance that has been issued, $600,000,000 
consisted of war transportation risks, cov- 
ering goods in transit. The remainder — 
$265,000,000—comprised land insurance pol- 
icies, including those on bombing risks. 


Land insurance, mainly against bombing 
risks now, is unique in the world. Land in- 
surance includes risk on industrial proper- 
ties, goods, warehouses and even factories. 
The value of policies in the city of Chung- 
king comprises two thirds of the nation’s. 
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total. An interesting feature of Chungking 
war-risk insurance policies is that every 
year between November 1 and April 1 pre- 
mium rates are reduced by one fourth of 
their original amount because foggy 
weather makes danger from air attacks 
negligible during this period. 


The Chinese Government has undertaken 
war risks at remarkably low rates as com- 
pared with those on other forms of war 
risk abroad. In no case does the premium 
rate exceed one percent of the total amount 
insured. Special discounts are given to 
longer-term policies and to industries hav- 
ing a bearing on reconstruction. 


Despite the phenomenally low premium 
rates and the heavy property damages sus- 
tained in China from four years of Japan- 
ese bombardment, war risk underwriting 
has proved a financial success for the Gov- 
ernment. For example, the Central Trust 
was able to collect $20,000,000 in premiums 
on the $600,000,000 of transportation risk 
issued. Half of the $20,000,000 was used 
for compensation on losses and damage of 
the property insured and for operating ex- 
penses. The remaining $10,000,000 repre- 
sented a profit and is now being used to re- 
inforce the reserve on land insurance where 
risks are higher. 


OF 


NEW YORK 


48 WALL ST., NEW YORK 


Uptown Office: 
MADISON AVE. AT 63rd STREET 
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Private Business in War 


EMIL SCHRAM 


If the system of free enterprise which 
we are struggling to preserve has real 
merit, now is the time for a self-demon- 
stration—now is the time for all the in- 
genuity, inventiveness and initiative of 
American business to be concentrated on 
methods for using our economic facilities 
for war purposes. The vast war effect, al- 
though planned on a general scale from 
Washington, cannot be entirely directed and 
managed from that point. 


It is necessary to keep the economic 
wheels turning and to continue our normal 
duties to the greatest possible extent. 


The war has, quite fortuitously, supplied 
a temporary substitute for the rehabilita- 
tion which was so sorely needed during the 
recent depression years. We can be certain, 
however, that many of the economic head- 
aches of the pre-war past will inevitably 
return in aggravated form as irritants. 


If American business wants to run its 
own show when the war is over, it will 
have to set about using the present ab- 
normal period, for laboratory purposes, in 
the development of new and effective reme- 
dies—or anti-toxins—for our economic ills. 

Government controls in the past have 
resulted from the unwillingness or inabil- 
ity of various segments of our national 
economy to exercise self-discipline and self- 
control. Governmental regulation, however 
well administered, is no effective substitute 
in our free enterprise system for private 
regulation, because it does not provide the 
same responsibility and incentive for fos- 
tering growth and development. Increased 
governmental control of business can be 
avoided if business does its job so well that 
the public will not tolerate future inter- 
ference. 


From address of president of New York Stock 
Exchange to the Advertising Club, Jan. 6th. 
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THE CHASE 
NATIONAL BANK 


OF THE CITY OF NEW YORK 


Statement of Condition, December 31, 1941 


RESOURCES 


CasH AND DUE FROM BANKS . ... . . . .« .« $1,248,516,343.94 


U. S. GOVERNMENT OBLIGATIONS, DIRECT AND FULLY 
GUARANTEED . . . ‘ 2 @ wo « « « EOI 240 


STATE AND MUNICIPAL Seams ee ee ee 125,045,060.17 
STocK OF FEDERAL RESERVE BANK. ...... 6,016,200.00 
OTHER SECURITIES .. . . ea 194,989,187.80 
Loans, DiscoUNTs AND Senne hueciaiediittas —_— 802,221,308.65 
ee. Ss se ee ee ee ee we 37,775,473.15 
a 6,842 ,700.13 
MoRTGAGES . . . ae ee ae a er 8,729,425.18 
CUSTOMERS’ ieee a : ee ee a 6,965,977.86 
es eS Se ek ae ae a ee Ce __9,853,853.88 


$3,811,802 ,804.96 





LIABILITIES 
CAPITAL FUNDS: 


CapiITaAL Stock. . . . . . . $100,270,000.00 
SURPLUS ... +. «© « « « « 100,270,000.00 
UNDIVIDED PROFITS .... . 40,369,834.49 


$ 240,909,834.49 
DIVIDEND PAYABLE FEBRUARY 1, 1942 . . .. . 5,180,000.00 
RESERVE FOR CONTINGENCIES. . ....... 11,375,028.06 
RESERVE FOR TAXES, INTEREST, ETC. . . ... . 3,032 ,603.47 
DEPOSITS. . . i~s* «= & « « » oe 
ACCEPTANCES Genscan — init: 4 8,241,999.24 


LIABILITY AS ENDORSER ON Semen i AND EF OREIGN 
ss west e + e+ + & * ee Se 575,267.46 


cere . 6 s+ se 2 ee ew Se 7,521,455.02 
$3,811,802 ,804.96 


United States Government and other securities carried at $354,906,037.00 are pledged to 
secure public and trust deposits and for other purposes as required or permitted by law. 


Member Federal Deposit Insurance Corporation 
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Training in War Economics 


Survey of University Courses on Economics of War 


N line with its development of dis- 

cussion and reporting of the econ- 
omic impacts of war and peace, Trusts 
and Estates conducted a survey of the 
leading colleges and_ universities 
throughout the country to ascertain the 
extent to which courses on the Econ- 
omics of War are being given. 


Heretofore, only developments within 
an industry were of prime importance to 
business men; today they are equally 
concerned with social trends as they af- 
fect their own particular industries. War, 
with its economic and social dislocations, 
and the ensuing peace are major forces 
affecting their operating policies. 

Our survey revealed that a number of 
universities are giving extension courses 
in the Economics of War for local bank- 
ers, industrialists, etc. These are being 
taught by an able group of investment 
and industrial economists from both the 
United States and abroad, men who are 
doing an admirable job in training busi- 
ness and financial leaders for new condi- 
tions, and to prepare for post-war read- 
justment. 

Interesting features include plans for 
weekly broadcasts of lectures over the 
university station. In addition, machin- 
ery has been set up so that the material 
developed in this course will be given a 
considerable amount of newspaper pub- 
licity. 

Another example is a series of even- 
ing public lectures, conducted by mem- 
bers of the Economics Department 
staff, who also address service clubs 
and business, financial and farmers’ 
groups on such subjects as “Inflation 
and Price Control,” ‘‘War-Time Taxa- 
tion,” “The Food Defense Program,” 
etc. 


Texts Used 


Many schools reported that they were 
using Mendershausen’s “Economics of 
War,” and Pigou’s “Political Economy 
of War” as required texts. Other books 
frequently mentioned were: ‘“Econ- 


omics of American Defense,” by Harris; 
“Wartime Control of Prices,” by Har- 
dy; “Paying for American Defense,” 
Hart and Allen; “The New Economic 
Warfare,” by Basch; “Mobilizing Civil- 
ian America,” Tobin and Bidwell. The 
Capital Economy Section of Trusts and 
Estates was also cited as current re- 
quired reading. 


Thirty-five other books were various- 
ly recommended as supplemental read- 
ing (see list below). 

The two most frequently mentioned 
books — Mendershausen and Pigou — 
were the only ones available when 
schools introduced these courses, and 
thus no conclusions are drawn as to 
respective merits or popularity. 

Three books on the Economics of 
War are to be published this month. 
“War Economics,’ by Emanuel Stein 
and Jules Backman of New York Uni- 
versity (Farrar and Rinehart, New 
York); Henry W. Spiegel’s “Economics 
of Total War” (Appleton-Century, New 
York) ; and “Introduction to War Econ- 
omics,” by a group of Brown University 
economists (Richard D. Irwin, Inc., Chi- 
cago). 
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New Tax Payment Plan 


A means by which income tax payers can 
spread their 1942 payments to the govern- 
ment over a 12-month period and provide 
the money from their current monthly in- 
come, instead of being compelled to make 
quarterly or less frequent payments of much 
larger amounts, is provided by a new plan 
just developed by the Peoples-Pittsburgh 
Trust Company. 

“Since 1941 income tax laws were not 
enacted until late in the year, citizens did 
not have the opportunity to fully antici- 
pate and budget the amount required for 
the increases,” says Gwilym A. Price, pres- 
ident of the bank. ‘Many persons are in 
need of a means for catching up with pay- 
ments, particularly those whose incomes fall 
in the brackets where tax increases are 
greatest.” 

As an example of how the method will 
operate, Mr. Price cited an individual who 
will need $1,000 for income tax payments 
in 1942: The bank provides the money as 
needed for each quarterly payment through 
a special account so that the taxpayer has 
only to issue his personal check for each 
payment. The individual begins paying in- 
to the income tax budget fund on April 15, 
and makes 12 equal monthly payments, a 
total of $1,020, which includes $20 interest. 
This method can be employed for amounts 
other than $1000 and is suitable for cor- 
porations as well as individuals. Life in- 
surance is available on all such loans to 
pay off unpaid balances in the event of the 
borrower’s death. 


a 


U. S. Income 


One of the most complete analyses of 
American family spending and savings ever 
compiled was recently made public by the 
National Resources Planning Board in a 
208 page report entitled “Family Expendi- 
tures in the United States.” 

Based on the 1935-36 year, the report 
showed that $48,000,000,000 in income was 
divided among the nation’s 29,400,300 fam- 
ilies—an average family income of $1,662. 
Farm families showed an average income 
of $1,215, compared with $1,409 for rural 
non-farm families and $1,855 for urban 
families. 

The publication, which is made up of a 
series of tables and charts, presents statis- 
tics on the annual costs of food, housing, 
furnishings and a multitude of other items 
purchased by the average household. 
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Seven Changes in England 


ALLAN NEVINS 
Columbia University 


EVEN wartime changes in Great Britain 

seem likely to have permanent results: 

(1) Much of the redistribution of pop- 
ulation may be permanent. Under pressure 
of the war, determined efforts have been 
made to scatter and decentralize industry. 
After the war London will in all likelihood 
remain permanently smaller. 

(2) Agriculture has been rescued as a 
basic occupation; and if some powerful 
British groups have their way, it will be 
kept in the important position it has re- 
gained. 

(3) Greatly increased emphasis seems 
certain to be given to welfare services of 
one sort or another. The war has led to 
an extraordinary extension of Government 
activity in matters affecting health, safety, 
and comfort. 

(4) Town planning will have an unpre- 
cedented opportunity after the war. Hith- 
erto planning has been purely local. Na- 
tional direction will be absolutely neces- 
sary, for rebuilding the stricken cities will 
require a prolonged control of labor and 
materials. 

(5) British labor will find its status in 
certain industries improved when the war 


ends; and it will make a determined effort 
to hold and enlarge this improvement. 


(6) Twelve civil defense “regions” have 
been called into existence. The convenience 
of these new divisions has focused attention 
on the chaotic nature of city, country, and 
local government in Great Britain. London 
for example, has ninety-five local author- 
ities with several of wider scope. A drastic 
reorganization is long overdue. 


(7) Above all, many of the features of 
industrial concentration and governmental 
control imposed by the war will certainly 
remain. They will reshape all British life. 
The State now has full charge of nearly 
all British effort. It controls all the im- 
portant raw materials; it allocates shipping 
space for imports and exports; it regulates 
the flow of labor and the use of machinery. 
It can requisition any commodity, any fac- 
tory and (within limits) any man’s time 
and effort. For months now it has been 
rigorously and inexorably shutting down 
non-essential activities in order to concen- 
trate men and materials in essential under- 
takings. 


Bulletins From Britain. 


Incentives to Efficiency 


DONALDSON BROWN 
Vice President, General Motors Corp. 


N our preoccupation with the size and 

complexity of the war program, there is 
danger that we may be unmindful of what 
we are to defend. Production of the 
weapons of war is the present prime objec- 
tive but the real purpose of our war effort 
has been and is to maintain our way of 
life, our form of government, our free- 
doms. It is upon the freedom of businesses 


to plan and conduct their individual oper- 
ations, with the freedom of the customer to 
choose, that the American public has al- 
ways depended for the satisfaction of its 
economic wants. No other system affords 
equal ability or incentive 

Successful ‘conduct of the war is the first 
concern of the managers of industry them- 
selves, because it is recognized that the 
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defense of America and the preservation of 
America’s institutions are one and the same 
thing. Speed is of the essence because 
thus the war can be shortened and the 
burden upon our national economy lessened. 

Wages generally in industry are already 
higher, and hours far shorter, than in any 
other warring country. Keeping down the 
costs of war and preventing inflation—re- 
sults obviously to be sought by labor itself 
—would appear to call for a wage policy 
of greater moderation than has hitherto 
been observed by labor spokesmen. Both 
Government and the public must recognize 
the need for a cooperative attitude by labor 
if industry is to perform its task of max- 
imum production within the shortest possi- 
ble time. 

Nothing constitutes a greater threat 
against the recuperative power of the na- 
tion in the post-war era, or against the 
effective conduct of our war effort itself, 
than the spectre of inflation. Any steps 
calculated to prevent this evil-of-all-evils 
should be taken that do not unduly violate 
our fundamental concepts. 

Any plan of taxation which, through profit 
limitation or otherwise, serves to protect 
some producers from the results of their 
own inefficiency, and to withhold from other 
producers all of the benefits of their super- 
ior efficiency, would be as bad as the uni- 
versally condemned principle inherent in 
the cost-plus contract—and for the same 


Total War vs. 


N carrying out our readily accepted task, 

we daily encounter difficulties, due to a 
lack of realization of the extent to which all 
industry and commerce will have to transfer 
production directly to the prosecution of the 
war. There is still a lack of appreciation 
by the average individual of the extent 
to which necessity demands that he part 
with old privileges and comforts. There is 
an imperative need for a better informed 
public mind as to:— 

(1) The unavoidable and real sacrifice 
that modern war demands of the indi- 
vidual. 

(2) The specific means by which the in- 
dividual is called upon to make this sacrifice. 

Taxation and War Loans should be pro- 
vided from real savings—savings largely 
the result of the individual’s refraining 
from buying goods the manufacture and 
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reasons, in that it would remove the incen- 
tive to produce efficiently, and thus destroy 
its own ends. Similarly, any plan of tax- 
ation that would enable certain classes to 
pass on the whole of their tax burden to 
others would be inequitable while at the 
same time exerting serious inflationary 
pressures, as for example if wages or sal- 
aries were to be raised: by an amount 
equivalent to the additional taxes imposed. 


If waste and the risk of inflation are to 
be avoided, the war program must be prose- 
cuted at the minimum cost consistent with 
the maximum effort. To this end the gov- 
ernment agencies concerned should recog- 
nize the need of retaining those incentives 
which will not only spur on the industrial 
production of war materials, but which 
will also lead to a minimizing of costs. The 
driving force that is in-bred in our Amer- 
ican economic system is the profit motive. 
The continuance of the profit incentive to 
the efficient producer, with decreasing costs 
reflected in some measure of increasing 
profits, can do much to hold down the final 
net cost of the war. A $10 cost, plus a $1 
profit, is cheaper to the taxpayer than a 
$12 cost with no profit. The taxing power 
of the government can be depended upon to 
insure that profits will not be out of pro- 
portion to effort. 


Excerpts from address before American Statis- 
tical Assn., Dec. 30, 1941. 


Total Comfort 


purchase of which compete with the sup- 
ply of war equipment. What are these 
goods? What are the particular directions 
in which the individual should not spend 
his money? It is in these matters that 
precise guidance is urgently called for. 

The Government has made it clear that 
it bases its war-time financial policy on tax- 
ation, borrowing from the public and credit 
expansion in degrees varying according to 
circumstances—a policy which must com- 
mend itself to all reasonably minded per- 
sons. It is in the matter of emphasis laid 
from time to time on one or other of these 
headings that discussion is aroused. 

The costs of war are real, and have to 
be paid for today. We cannot escape, as 
some would have us try, by passing the cost 
to posterity. War demands that effort 
normally devoted to the production of the 
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necessities and comforts of life shall be 
diverted to the production of the enormous 
material required by the fighting forces. 
Consequently, and of necessity, there must 
be fewer comforts for us and our families, 
and therein lies the cost of the war to the 
individual. Obviously, this cost cannot be 
postponed, as the transfer of effort from 
civil comforts to war production must be 
made today. So, also, must the sacrifice. 


One of the most important means by 
which this sacrifice is made is the trans- 
ference of money in the hands of the indi- 
vidual, usually devoted to personal needs, 
to the Government to meet the costs of 
war. That is the machinery of it. It is 
not a matter of money itself being a prac- 
tical fighting instrument. Money is the 
motive power in the giant machine for pro- 
ducing fighting instruments. If that power 
flows either too slowly or too freely, i.e., 
if there be too little or too much money in 
circulation, the machine will not function. 


An ever-increasing quantity of credit of 
money beyond that necessary for the work- 
ing of the economy assuredly will bring 
about one of the greatest of all tragedies 
that can befall any country—uncontrolled 
inflation of the currency. This is the very 
road our arch-enemy would have us travel. 
He has had the experience of the tragedy 
of inflation, and knows full well that, if it 
can be brought about in our own country, 
our war effort, instead of growing, will 
collapse. 


The road to the preservation of our free- 


A Run on the “Short-Order” 
Restaurant 


© 1942, New York Tribune Inc. 

There doesn’t seem to be any seat for that 

little fellow in the upper right hand corner. 
—Ed. Note. 


dom is not paved with expedients for avoid- 
ing the sacrifices that total war demands. 


From chairman’s address to annual meeting of 
The National Bank of Australasia, Ltd. 


Research and Post-War Reconstruction 


UR outstanding research facilities are 

being rapidly expanded and are vir- 
tually performing miracles in devising sub- 
stitutes for strategic materials and in dis- 
covering new processes, methods and tech- 
niques that can be applied to meet the 
problems of rehabilitation when peace again 
prevails. 

Research facilities should be further ex- 
panded and used more intensively by all 
industries in order that we may be in a bet- 
ter position to cushion the shock in the 
transition from war-time to peace-time 
economy. By means of new inventions and 
the application of scientific principles it 
will be possible to produce more goods for 
more people at less cost. The widespread 


application of this formula would substan- 
tially increase our national income and 
lessen the strain of mounting debts and tax- 
ation, as well as provide work for millions 
of men who some day will be transferred 
from defense to peace-time employment. 

Notwithstanding the spectacular indus- 
trial progress of the past one hundred and 
fifty years, we have barely scratched the 
surface of our possibilities. There is no 
end to progress, for human wants are in- 
satiable. 

In the building industry, for instance, it 
is officially estimated that there is potential 
need for sixteen million homes, or about 
seven times as many as were constructed 
in the non-farm areas during the past de- 
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cade. The industry is severely handicapped 
because it is in the handicraft stage and 
stubborn resistance has been made to the 
adoption of more modern methods and ma- 
terials. To bring home ownership within 
the income capacity of those who are pros- 
pective buyers is a challenge which, if met, 
would provide employment for many mil- 
lions of workers after the war is over. 

The plastics industry has emerged from 
the laboratory to play an important part in 
our economy. Prospects for the future 
growth and development of plastics to sup- 
ply the normal needs of consumers after 
the emergency is over, are considered most 
promising. 

In the aviation field such remarkable 
progress is being made for military pur- 
poses that mass production for civilian use 
seems assured. Such a development would 
have a far-reaching influence not only in 
improving and expanding our transporta- 
tion facilities but in bringing into being 
a number of other related industries. 
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The problem of retrenchment and adjust- 
ment after the war is over will be one of 
the greatest challenges that American bus- 
iness has ever been forced to face. The 
fate of private enterprise and the preser- 
vation of our democratic form of govern- 
ment will depend upon how effectively this 
situation is met. It is, therefore, highly 
essential that we keep alive within the 
framework of our economy the spirit of 
initiative and ingenuity as well as provide 
incentives for the assumption of risks, for 
these are the pillars upon which the Amer- 
ican system has been built and without 
which it cannot survive. American bus- 
iness should be kept in a strong and re- 
sourceful position in order that it may step 
into the breech when the emergency is over 
and provide work for the many millions 
who will then be released from defense 
activities. 


From New England Letter, The First National 
Bank of Boston, Nov. 28, 1941. 


War Time Monetary and Credit Control 


HILE the present rate of increase in 

gold stock is much less than in re- 

cent years, it will certainly continue to 

increase as the result of continued gold 

production both in this country and in 

others. Since banks’ reserves are already 

excessive, means should be adopted at once 

to prevent any further increase in the gold 

stock from causing further expansion of 
bank reserves. 

Direct issues of currency by the Treasury 
tend to expand banks’ reserves. Conse- 
quently, further monetization of foreign or 
domestic silver purchases should cease im- 
mediately. Further, the present authority 
of the Treasury to issue $3 billions in green- 
backs and to monetize the silver seigniorage, 
now amounting to more than $1.5 billions, 
should be repealed. 

So that currency control may be central- 
ized, the varied types of circulating paper 
moneys should be replaced by Federal Re- 
serve notes. To give the notes maximum 
elasticity, the present requirements for 
specific reserves and collateral should be 
eliminated. . 

To give the Federal Reserve authorities 
effective credit control requires above all 
that their powers over banks’ required re- 
serves be increased. 


Regardless of how effectively the Federal 
Reserve authorities may use improved in- 
struments of credit control, they cannot 
prevent price-level inflation. So long as 
the fiscal necessities of the government are 
met in a manner which results in an in- 
flationary expansion, there will be price- 
level inflation. 

From June 1940 to June 1941 the volume 
of marketable government securities, both 
direct and fully guaranteed, increased by 
$4,118 millions. During that same period 
commercial banks’ holdings of government 
securities increased by $3,546 millions. Thus 
86.1 percent of the increase in marketable 
issues went to the commercial banks, there 
becoming the basis for the expansion of an 
equal volume of purchasing power in the 
form of bank deposits. During the first 
four months of the current fiscal year 
(July-October), the volume of marketable 
securities increased ‘by $1,726 millions. 
Figures are not yet available to indicate 
what proportion of this increase was taken 
by the commercial banks. However, hold- 
ings of the weekly reporting member banks 
alone increased by $345 millions during 
these months. 

While there is every reason to strengthen 
at once the monetary and credit controls of 
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the Federal Reserve authorities in order 
that they may prevent expansionary p7i- 
vate financing, such controls must be in- 
tegrated with correct fiscal policies design- 
ed to avoid expansionary public financing 
if price level inflation is to be controlled. 


Unfortunately, such an integrated program 
has not yet been developed. Price inflation 
is inevitable. 


Investment Bulletin, Indiana University Invest- 
ment Research Bureau, December 1941. 


American Economic Mobilization 


AR procurement injects into the econ- 
omy sudden demands for machines 
and instruments of war. The direct effects 
of these government orders and the ac- 
companying creation of vast new amounts 
of purchasing power by payments under 
government contracts and by a sympathetic 
increase in private credit creation mean a 
tremendous increase in demand at all stages 
of production. Because productive capacity 
at one stage in the production of a key pro- 
duct is often the factor limiting the attain- 
able production of a great range of pro- 
ducts, new demands search out and back up 
against these “narrow places,’ the num- 
ber and importance of which soon increase 
to such an extent that total output can no 
longer be significantly enlarged without 
widespread construction of new productive 
capacity. 


But military demand continues to in- 
crease; price rises do not choke it off since 
they are simply met by increasing appropri- 
ations. Civilian demand may be cut down 
by price rises and by other measures to re- 
duce purchasing power at the points where 
it increases the demand for scarce supplies. 
But the overall increase in demand, price 
rigidities, and eventually price fixing, adopt- 
ed to lessen the burden on fixed-income 
groups, prevent the price mechanism from 
assuring priority to military demands. Con- 


sequently, the Government is gradually 
forced to assume responsibility over a wid- 
ening area of the economy to see that mili- 
tary demands get right of way over civilian 
needs, even if this means government 
seizure and operation of factories. 

Achievement of adequate economic mobil- 
ization presupposes a coordinated manage- 
ment. Preparation for modern warfare is 
to a large extent a problem of integrating 
the economy so that no groups are working 
at cross-purposes, 

It has been suggested that the absence of 
any politically workable plan of industrial 
mobilization and the failure to install an 
economic dictator at the beginning of the 
emergency may have seriously affected the 
war program. Whatever the merits of this 
contention may be, wholesale reorganiza- 
tions would seem undesirable at present, 
for they would upset whatever unity has 
already been achieved. Agencies have been 
created which are in a position to coordin- 
ate most of the war effort. OPA has con- 
trol in the field of prices, while the pro- 
duction-boosting activities of OPM are un- 
der the direction of SPAB. The occasional 
conflicts between OPM and OPA are no 
more surprising than those between the 
production, sales, and credit departments 
of any business. 

All that is necessary is that there be 
some superior agency which can work out 
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these problems. SPAB, on which both OPM 
and OPA are represented, is the only agency 
now in a position to do this. But it is at 
least doubtful whether much can be ex- 
pected of an agency whose members are 
themselves active heads of other depart- 
ments. Thinking is a full-time job. Per- 
haps an overall planning board for the 
whole war program would be advisable, an 
agency which could see that all parts of the 
program—control of communications, infor- 
mation, and foreign trade, as well as pro- 
duction—were being coordinated. 

The present organization is by no means 
ideal; there have been and will continue 
to be mistakes. But no program requiring 
so much effort in so little time can avoid 
them. What is most important is that 


means exist which can be utilized to inte- 
grate the whole economy. 
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If means are not to destroy ends, a 
democracy at war must.remain a democracy. 
Winning the war is paramount, but it 
would be a sorry commentary on American 
ideals if this demanded a sacrifice of basic 
freedoms. In its economic program the 
Government must seek the cooperation of 
all and reserve compulsion for the recal- 
citrant few. The convenience of the moment 
should not be allowed to overcome the in- 
tangible privileges and immunities of indi- 
viduals and groups, the tradition of justice 
under law. 

From Harvard Law Review, January 1942. 


[Ed. Note—This is the summary of a compre- 
hensive 110 page study covering such phases of 
the mobilization effort as procurement, priorities, 
price control and commandeering. These views 
are interesting in view of the recent appointment 
of Mr. Nelson; but some are academic arguments 
not easy to settle on paper.] 


Curtailment of Non Defense Expenditures* 
HENRY P. SEIDEMANN 


T is possible to reduce federal expendi- 

tures for non-defense purposes by more 
than 2 billion dollars. The suggested re- 
ductions, by major classes of expenditures, 
are as follows, in millions of dollars: 


Flood control, rivers and harbors, and other 
gk ESS, 

Agriculture 

SE MINI <ccissnincs scccinceiiansscmiseenennbinionimndesientencetiies 

Public welfare 

Highway development ......................-..---- 

Executive and other general activities 

Transfer of costs to state and local govern- 


The recommendations for curtailments 
center in a few major classes of appropri- 
ations for objectives or purposes which can- 
not readily be justified under war condi- 
tions and in the light of the recent great 
expansion in production and national in- 
come. No consideration has been given to 
the possibility of numerous lesser curtail- 
ments which in the aggregate would reach 
many millions of dollars. 

The full amount of the savings here 
recommended cannot be realized during the 
present fiscal year. These _ reductions 
should, however, be fully achieved in the 
ensuing fiscal year; indeed, there is reason 


*Conclusions of a study prepared for the Brook- 
ings Institution. 


for believing that, as the war program in- 
tensifies, it will be possible to make still 
further reductions in federal expenditures 
not directly related to the war. 


A drastic curtailment of all non-essential 
expenditures is of the utmost importance 
from the standpoint of the war program, 
as well as from the fiscal point of view. 
Government expenditures for non-essential 
activities should not be allowed to com- 
pete with the government’s war program 
any more than private expenditures for 
non-essential purposes should be allowed to 
compete with war requirements. The gov- 
ernment can set an example for the people 
in this critical hour by practicing the rigid 
economies which the national situation im- 
peratively requires. 


To carry out a systematic program of 
retrenchment in non-defense expenditures 
in such a way as to secure maximum re- 
ductions with minimum disturbances to our 
economic life will require continuous scru- 
tiny by the Congress. It is here reeommend- 
ed that a permanent bi-partisan committee 
of the Senate and the House be vested 
with continuing responsibility for analyzing 
expenditures—both for non-defense and for 
war purposes—with a view to achieving all 
possible economies consistent with present 
national objectives. 
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Emergency Housing and Post-War Results 


ABNER H. FERGUSON 
Federal Housing Administrator, Washington, D. C. 


O encourage private capital to partici- 

pate to a greater degree in helping 
meet the housing emergency, the FHA has 
been authorized by Congress to undertake 
a supplementary program of defense hous- 
ing mortgage insurance. The first $100,- 
000,000 of such insurance authorized last 
March has already been largely taken up 
and on September 2 President Roosevelt 
signed an act increasing that authorization 
to $300,000,000. 


Defense housing insurance operates in 
areas where acute housing shortages threat- 
en to impede the defense program and func- 
tions through a separate insurance fund set 
up in recognition of possibly greater risks 
than are permissible under the FHA’s es- 


From remarks before Section of Real Property, 
Probate and Trust Law, American Bar Assn. 


tablished Mutual Mortgage Insurance Sys- 
tem. All of the FHA’s safeguards for bor- 
rower and lender are observed—the same 
careful credit examination, a thorough an- 
alysis of neighborhood, and inspection of 
construction. However, to facilitate the 
provision of housing for families unable to 
pay 10 percent down, the builder may sell 
to a buyer without insistence upon the down 
payment required by law under the regular 
FHA program. In such cases, the builder 
simply stays on the note with the FHA 
until the 10 percent has been paid in month- 
ly by the buyer. The plan also affords pro- 
tection against post-emergency difficulties 
and possible loss of homes by providing for 
higher monthly payments on principal and 
interest in the first five years, with sub- 
stantial reductions in monthly costs there- 
after. 





The response to this plan shows that 
private capital is doing its job well in the 
field of defense housing. There remains, 
however, a substantial need for government 
financed houses for defense workers in areas 
near special defense plants or arsenals 
which face probable shutdowns or drastic 
curtailment after the emergency, or where 
housing must be provided for workers un- 
able to pay economic rents, or where the 
need is so great that neither government nor 
private capital can work fast enough. To 
meet such situations, government funds have 
been allocated for the construction of 111,- 
545 defense homes and Congress is now con- 
sidering the authorization of $300,000,000 
of additional funds for this type of con- 
struction. 


Avoiding Post-War Slump 


Operations of this type, while important 
for a successful defense program, present 
the threat of a future problem in the form 
of large numbers of government-built houses 
overhanging the market after the end 
of the emergency. There are two ways to 
minimize this threat. One is through the 
repair and remodeling of old houses, which 
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represent a large potential reservoir for 
meeting the housing needs of lower paid 
workers satisfactorily. Such operations 
would have the added advantage of arrest- 
ing neighborhood deterioration and trans- 
forming run-down properties into valuable 
housing assets. 

To facilitate such remodeling, Congress 
has authorized the FHA to insure loans of 
up to $5,000 for this purpose, with a maxi- 
mum term of five years. As a further in- 
ducement to borrowers, the FHA on Sep- 
tember 15 reduced the maximum charge for 
loans above $2,500 to a $4 discount from $5. 

The second way to avoid an over-built 
market after the emergency is to concen- 
trate the government’s current building 
operations to as great a degree as possible 
on demountable houses which could be 
quickly and easily removed from areas with 
surplus housing facilities after the emer- 
gency and reassembled in areas where more 
housing is then needed. The feasibility of 
this type of construction has been demon- 
strated by successful demountable projects 
constructed by the Federal Works Agency 
at Indian Head (Mo.), and Vallejo (Calif.), 
and by an FHA-insured project at Fort 
Wayne, Ind.) 


Monetary Controls and Inflation 


A. PHILLIP WOOLFSON 
Member of the New York Bar 


F war economy monetary management in 
this country follows the British pattern, 
the commercial banking system will find 
their loan portfolios consisting of an ever 
increasing volume of loans to essential in- 
dustries, and an ever decreasing volume to 
the non-essential and less essential. If leg- 
islation is enacted to provide for insured 
bank loans to small business firms in the 
interim period from non-defense to defense 
production, as a solution for the priorities 
unemployment problem, the required ex- 
pansion of commercial bank credit will more 
than offset the anticipated reduction in non- 
essential bank credit outstanding. 
Monetary control measures should prop- 
erly be considered as complementary infla- 
tion control measures subordinate to direct 
price control through the establishment of 
price ceilings. The contribution that the 
commercial banks can readily make toward 
the prevention of a spiraling price rise 


is, however, of significance. It should take 
the form of a combination of the following 
measures, 


(1) Limiting new lines of credit to de- 
fense and essential civilian requirements; 
(2) discouraging collateral loans for specu- 
lation in the security markets, in real estate 
and in commodities; (3) more cautious pol- 
icy in granting loan renewals, particularly 
where funds have been used for inventory 
accumulation; (4) restricting new bank in- 
vestment to new issues of Government obli- 
gations. Drastic restriction in the lending 
and investment powers of the commercial 
banking system, as an inflation control 
measure, would not seem to be necessary 
if the objective is to prevent an expansion 
of undesirable or non-essential loans and in- 
vestments by the commercial banking sys- 
tem. 


The Bankers Magazine, Dec. 1941. 
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Cleveland 
Crust Company 


FOUNDED 1894 
46 Convenient Banking Offices 


CONDENSED STATEMENT OF CONDITION, DECEMBER 31, 1941 


ASSETS 
Cash on Hand andin Banks . ....+++s+eese 


United States Government obligations, direct and 
gunaramteed 2. ec cece ceceecevreeeeeee 


State, Municipal and Other Bonds and Investments, 
including Stock in Federal Reserve Bank, less 
Reserves 


Loans, Discounts and Advances, less Reserves . . . 
Banking Premises, less Reserves . . « «+ « 2 + « « 


Other Real Estate (including investments and other 
assets indirectly representing other real estate) less 
rves eo - . J _ = . . . . . - . . . . . . 
Other Resources, less Reserves ... +22 «© © + « 
Customers’ Liability on Acceptances Executed by 
this Bank 


Customers’ Liability on Loan Commitments... . 
Total 


LIABILITIES 


Capital Notes ..+..+s « $11,800,000.00 


(Subordinated to Deposits and 
Other Liabilities) 


Capital Stock ...+ee se 
Surplus and Undivided Profits 
Reserve for Contingencies . . 
Reserve for Interest on 
Capital Notes toFeb. 1,1942 
DEPOSITS 

Demand ...-+«-e«-ececee 
a ee a a 


Estates Trust Department 
(Preferred) . . « « « «2 e 


Corporate Trust Department 
(Preferred) . . 2 2 ce co co 2,474,539.35 


Accrued Taxes, Interest,etc. . ...++++s-eee 
Other Liabilities . . . . 2. 2 «© ee eo a 
Acceptances Executed for Customers . =~ 
Loan Commitments Outstanding . . ~« « 

Total . « «cee oe ore 


13,800,000.00 
7,699,161.86 
1,112,026.63 


178,454.79 
$276,521,474.21 
194,785,907.04 
17,527,965.30 


$168,855,826.37 


174,091,824.53 


13,510,594.17 
165,794,564.70 
5,580,473.50 


3,145,600.07 
1,242,982.35 


113,446.50: 
2,445,000.00 
$534,780,312.19 


34,589,643.28 


491,309,885.90 
1,415,087.42 
4,907,249.09 
113,446.50 
2,445,000.00 
$534,780,312.19 


United States Government Obligations carried at $19,002,677.65 are pledged to secure 
public funds and trust deposits and for other purposes as required or permitted by law. 


MEMBER FEDERAL RESERVE SYSTEM 
Member Federal Deposit Insurance Corporation 
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CHARTERED 18538 


United States Crust Company 
of New York 


Statement of Condition December 31, 1941 


RESOURCES 


Cash in Banks 

United States Government Obligations 
State and Municipal Obligations 
Canadian Bonds 

Railroad Bonds 

Other Corporate Bonds ____ 
Federal Reserve Bank Stock . 
Loans and Bills Purchased 

Real Estate Mortgages ___ 
Real Estate - 

Accrued Interest Receivable 


ei ee a ad 


Capital Stock - 
Surplus _____ 
Undivided Profits - 
Deposits 


Reserved for " Taxes, Interest, Expenses, etc. ___ 


Unearned Discount 
Dividend Payable January 2, 1942 - 


$ 67,112,065.94 
38,063,000.00 
11,673,776.12 
1,678,000.00 
2,060,000.00 
2,350,000.00 
840,000.00 
32,787,914.22 
5,756,330.22 
1,850,000.00 
313,214.49 


-$164,484,300.99 


$ 2,000,000.00 
26,000,000.00 
2,902,986.17 

_ 131,371,605.83 
1,691,821.55 
17,887.44 
500,000.00 





Ss delinsigdccavescmii cae lnide cacti __...$164,484,300.99 


Securities shown at amortized cost less reserve 


United States Government and other securities carried at $355,000 are pledged to 
secure public deposits and for other purposes required by law 


TRUSTEES 
WILLIAM M. KINGSLEY, Chairman 
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JOHN SLOANE GEORGE de en LORD 
FRANK L. POLK ROLAND L. MOND 
WILLIAMSON PELL HAMILTON HADLEY 
JOHN P. WILSON 


JOHN J. PHELPS NCIS T. P. = 
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JAMES H. BREWSTER, Jr. 


MEMBER FEDERAL DEPOSIT INSURANCE CORPORATION 
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Corregidor, Detroit and Main Street 
A Three Front Battle: Military, Production and Civilian 


Editorial 


Si war will have to be fought by civilians just as much as by troops. 
Napoleon’s armies may have marched on their stomachs, but today’s 
mechanized divisions march on their arms; if they have superior arms 
they march forward—if they lack them they march backward or not at all. 
Plans and strategy from G.H.Q. are no good without planes on hand and 
bullets in gun. The armed services are the distribution side of a war econ- 
omy, and it takes a dozen men or more behind the lines to handle the pro- 
duction end for war supplies alone. The government is the board of direc- 
tors—the coordinator of national resources and the policy maker. 

As we watch the seige of Corregidor, symbolizing as it does Amer- 
ican courage and integrity, we also see the price they are paying for our 
neglect on the armament side, the government tolerated strikes, red-tape, 
politics. Here is life and death proof (as was Hong Kong) that this is a 
War of Production which will have to be won in the factories of Detroit 
and all industrial America. 


But we have not time enough to win it “by consultation” in Wash- 
ington; in fact many conferences might better be held at the industrial 
centers where the problems can be met at first hand. It is a problem for 
the foremen, laboratory technicians, engineers on the assembly line, for 
surely by this time the government should know the most effective engines 
of destruction. As to how much and how soon, the only “plan” that holds 
water in “total war” is that of throttling off immediately every bit of non- 
essential civilian effort that competes for machines, materials or men. The 
declaration of this 3 M Day is overdue, but it is doubtful if it would be 
politically “feasible” to ask citizens to “cut to the bone” until they have 
been closer to the dangers. 


HIS, of course, raises major questions regarding the other side of the 
war economy; what about the Civilian Front, which is a co-essential 
part (with Production) of the Home Front. Immediately the concern 
must be to convert all possible facilities to war use; granted that winning 
the war is the prime objective. But this would be impossible without 
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civilian morale and health for the 
duration—useless without national 
moral and economic solvency and 
full employment opportunity after 
the war. Even when the annual 
rate of war orders reaches the $53 
billions appropriated for 1942-3, 
we will probably have more than 
that expenditure for non-war 
goods. 


If too large a share of mana- 
gerial power is drafted to Wash- 
ington, or devoted exclusively to 
war purposes, it will leave this 
great segment of activity without 
adequate supervision. Washington 
may appropriate funds and map 
orders, but Detroit is going to have 
to produce the munitions and as- 
sure the biggest, best and quickest 
output for the defenders of all the 
Corregidors, while to Main Street falls the job of keeping in prime condi- 
tion the working as well as the fighting forces and at the same time pre- 
serving in sound condition the system of private initiative and reward 
that we are fighting for. This is the great challenge to the private enter- 
prise ideals and the leaders of the business world who are its main repre- 
sentatives. It is a battlefront fully as worthy as any other, though it lacks 
the braid of uniforms or the stage effects of the Capital City. If enough 
leaders are not allocated to this job, we will but be deferring to govern- 
ment the making of the New Order, and leaving ourselves as unprepared 
for peace as we were for war. 


To Uncle Sam I Bequeath... 


N good times, when our Uncle Sam is gainfully employed, making a com- 

fortable living and putting money in the bank, we enjoy the fruits of his 
prosperity. He has given each of us freedom and opportunity for develop- 
ing our talents and building our private estates. In such times he does 
not need more than payment for ordinary services of government. 

In difficult times, if he is profligate in his habits, or a spendthrift, it 
would be but aiding and abetting that dangerous social and economic dis- 
ease to give him more than a frugal competence. 

But when he goes to War in our defense, must spend billions and bor- 
row more to protect the heritage of American citizens, then it is in order 
to urge his nieccs and nephews to support him to the best of their financial 
ability. That ability is currently impaired, it is true, by ascending tax 
levies, but in many instances people have no close relatives or dependent 
friends and will leave some or all of their estates to those who have far less 
claim to their assistance than has the nation. 


Keep the Home Fires Burning 
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There are many objects of post-mortem affection which rate very low 
in the scale of public welfare or value, and some which are even anti-social 
or anti-capitalistic. Lush trust funds for pet cats and other animals are 
inappropriate when humans are suffering. Expensive mausoleums are an 
example of conceit which bring little glory to the departed or succor to 
survivors, and millions go astray by will every year to special projects or 
fake creeds, that might far better go to the national treasury. 


T is submitted that estate advisors: lawyers, trust officers, life under- 

writers and public accountants, with their influence on the direction of 
testamentary bounty of practically the entire propertied class, may have 
not only a patriotic privilege but duty to suggest the consideration of Uncle 
Sam as a chief legatee or remainderman, particularly where there are none 
properly dependent on the testator, or there is a suplus after providing for 
them. The Secretary of the Treasury might very well be the number 1 
contingent beneficiary in many a will, as well as direct heir for charitable 
bequests. Incidentally, such gifts can be made at a cost of only part of 
the donation, under present and prospective tax schedules. 

A great part of our cultural development, of our social and scientific 
advance, has come from intelligently chosen endowments, as in the case of 
several great research foundations, many of our great universities, hospi- 
tals and so forth. Some are endangered by current low income return on 
investments and by rising costs of maintenance, and these deserve further 
support. But the main issue is the welfare of this and the coming genera- 


tion; furthermore, use of testamentary funds for this purpose would dem- 


onstrate, in a striking way, the social utility of private capitalism. 

Bequests of cash used to retire government bonds or of government 
bonds to reduce the debt, would be doubly valuable in that they would help 
assure a sounder financial fiscal structure—which underlies all endowed 
institutions—and would ease the burden of taxation or of debt and infla- 
tion upon the backs of the future generations for whom we have piled up 
such tremendous liabilities. It is no more than owing to our successors 
that we give them as much as we can spare to meet these deferred obliga- 
tions of ours, or to reduce them. 


Streamlined Production 


The creation of the War Production Board 
was evidently only one step in Donald Nel- 
son’s sweeping program to streamline de- 
fense production. He recently announced 
the complete abolition of the Office of Pro- 
duction Management, and the regrouping of 
its functions among the six major divisions 
of his new board. A heartening bit of 
news in this connection was Mr. Nelson’s 
wise choice of Ernest Kanzler, former pro- 
duction manager of the Ford Motor Com- 
pany, to speed up the conversion of the 
automotive industry to war purposes. 

It is expected that further streamlining 
will be forthcoming. 


Purcell New SEC Chairman 


Ganson Purcell has been elected chair- 
man of the Securities Commission, succeed- 
ing Edward C. Eicher, whose nomination 
as chief justice of the district court for the 
District of Columbia has just been con- 
firmed by the Senate. Mr. Purcell, a native 
of San Gabriel, Cal., and later a resident of 
Buffalo, N. Y., is 36 and the youngest man 
to hold the chairmanship. He was appoint- 
ed a commissioner last June after having 
served in various capacities with the SEC 
since 1934, the year it was established. 

Mr. Eicher is expected to remain as a 
commissioner until he takes the oath as 
Chief Justice. 
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Program for A.B. A. Mid-Winter Trust Conference 
The Waldorf-Astoria, New York City; Feb. 3-5, 1942 


Feb. 3, 10:00 A.M. 


Trust Service Under War Conditions — 
Richard G. Stockton, president, Trust 
Division, A. B. A., and vice president and 
senior trust officer of the Wachovia Bank 
& Trust Co., Winston-Salem, N. C. 

Remarks—Henry W. Koeneke, president, 
A. B. A. and president, Security National 
Bank of Ponca City, Okla. 

Trustees All—Walter P. Armstrong, presi- 
dent, American Bar Assn., Memphis, 
Tenn. 

The Social Justification for the Rights of 
Private Property—Dr. Paul F. Cadman, 
economist, A. B. A. 


Feb. 3, 2:00 P.M. 


Wartime Tax Measures Affecting Estates 
and Income—Edward H. McDermott, 
McDermott, Will & Emery, Chicago. 

Law and Language—Armistead M. Dobie, 
United States Circuit Judge (Fourth Dis- 
trict) Richmond, Va. 

Customer Relations for Trust Institutions— 
A Panel Discussion—William Powers, 
director, Customer Relations, A. B. A., 
presiding. 

Panel Participants—Towner Phelan, vice 
president, St. Louis Union Trust Co.; 
Ralph M. Eastman, vice president, State 
Street Trust Co., Boston; Harve H. 
Page, second vice president, The North- 
ern Trust Co., Chicago; Craig R. Smith, 
assistant vice president, Central Han- 
over Bank & Trust Co., New York City. 


Feb. 4, 9:15 A.M. 


A Mathematical Plan of Trust Investment— 
Charles F. Zukoski, Jr., vice president and 
trust officer, First National Bank, Bir- 
mingham, Ala. 

Civilian Defense—Lieut.-Col. Edward B. 
Towns, U. S. Army, Office of Civilian De- 
fense, New York City. 

A Discussion of the Massachusetts Invest- 
ment Rule—Mayo A. Shattuck, Hausser- 
mann, Davison & Shattuck, Boston. 


Feb. 4, 2:00 P.M. (Ballroom) 


Remarks—Gilbert T. Stephenson, Director 
of Trust Research, The Graduate School 
of Banking, A. B. A. 

Are Common Trust Funds Suitable for 
Smaller Trust Departments?—Carl W. 


Fenninger, vice president, Provident Trust 
Company, Philadelphia. 

Increased Income for Smaller Trust Depart- 
ments—Sterling L. Wandell, vice presi- 
dent, The Wyoming National Bank, 
Wilkes-Barre, Pa. 

New Business Problems—Erwin S. Ander- 
son, trust officer, Merchants National 
Bank, Bangor, Me. 

Investment Problems—Walter Kennedy, vice 
president and trust officer, First National 
Bank of Montgomery, Ala. 


Feb. 4, 2:00 P.M. (Jade Room) 


Opportunities in the Field of Employee Pen- 
sion Trusts—G. Warfield Hobbs, III, as- 
sistant vice president, City Bank Farm- 
ers Trust Co., New York City. 

Symposium on Common Trust Funds— 
George C. Barclay, assistant vice presi- 
dent, City Bank Farmers Trust Co., New 
York City, leader. 

Investments—E. A. Stuebner, vice presi- 
dent, Fidelity-Philadelphia Trust Co. 
Operations—A. W. Whittlesey, trust in- 
vestment officer, The Pennsylvania Co. 
for Insurances on Lives and Granting 
Annuities, Philadelphia. 
Public Relations—J. Malcolm Johnston, 
vice president, Girard Trust Co., Phil- 
adelphia. 


Feb. 5, 9:15 A.M. 
Question Box Period. 


———0 


North, South Carolina to Hold 
Joint Summer School 


The North and South Carolina Bankers 
Associations will be co-sponsors of the Sum- 
mer Bankers Conference held annually at 
Chapel Hill, N. C. Five years ago the 
North Carolina Bankers Association started 
these summer conferences, which were the 
first such state educational meetings in the 
nation. Conferences are now held in about 
28 states. The conference is a project of 
the Bankers Association, the North Caro- 
lina Commissioner of Banks and the Uni- 
versity of North Carolina. W. H. Neal of 
Winston Salem, vice president of the Wach- 
ovia Bank and Trust Company, is chairman 
of the conference committee and presides at 
sessions. 
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Role of Institutional Investors in War Time 
THE CORPORATE FIDUCIARY 


RICHARD G. STOCKTON 
President, Trust Division, American Bankers Association, and 
Vice President & Senior Trust Officer, Wachovia Bank & Trust Co., Winston-Salem, N.C. 


HE primary duty and responsibil- 

ity assumed by trustees has always 
been to look at every problem that 
arises, and anticipate exigencies as 
far as possible, from the viewpoint of 
serving the best interests of the bene- 
ficiaries. To that objective war adds 
the necessity of making decisions in the 
national interest. Under present and 
prospective conditions many occasions 
will arise when the needs of both the 
government and the beneficiaries can 
be served. A pertinent illustration is 
the various series of Defense Bonds. 


The outstanding means of assuring 
protection and greatest efficiency of cap- 
ital during these times is continued 
strict adherence to sound fundamental 
principles of investment. Trustees, in 
making investments, should not deviate 
from these principles and follow the 
will-of-the-wisp of “war babies” during 
the emergency, nor afterwards buy 
those securities that might be tempor- 
arily benefitted by replacement condi- 
tions that then exist. Proper diversi- 
fication should still be strictly adhered 
to. The temptation of higher yields on 
long-term bonds predicated on the gov- 
ernment’s ability to maintain present 
low interest rates should not lead trus- 
tees to neglect the sound principle of 
spaced maturities, nor overlook the past 
history of reasonable returns on high- 
grade bonds. 

During war times temptations will 
constantly arise to switch investments 
solely on the theory that dislocations 
and displacements will temporarily af- 
fect such holdings unfavorably. Trus- 
tees should remain firm in their deter- 
mination to place the financial welfare 
of their beneficiaries in the hands of 
companies which maintain the highest 


efficiency in management. Able man- 
agement will meet the exigencies at 
least in such a way as to bring them 
safely through war conditions and see 
that they are engaged in producing 
things or services that meet a real need 
of the public. 


Efficient preservation of capital under 
present war conditions will be a distinct 
service to our nation—both to those in 
some branch of military organization 
and at home. Soldiers and sailors who 
have placed their property in the hands 
of trustees whose action to conserve it 
will be based upon sound principles will 
have mental relief, enabling them to 
do a better job in bringing victory. 
Those in service at home who have the 
consciousness that their property is be- 
ing conserved by the application of 
tried and sound principles will have 
more time and energy to devote to the 
very important war business that they 
are able to assume. 


Unless the outcome of the war is such 
as to displace unexpectedly our free 
economy, trustees will best assure the 
protection of the capital of their bene- 
ficiaries during the post-war period of 
unsettled conditions by basing their in- 
vestment decisions on the fundamental 
principles of sound management, strong 
financial condition, and services or pro- 
ducts meeting essential needs, with 
proper diversification. 


During the post-war era, as well as 
in war times, trustees should not lower 
their standards by being willing to ac- 
cept secondary bonds or securities be- 
cause of the prospect of temporary ad- 
vantages that might be produced by 
peculiar post-war conditions. 


This “symposium” is continued on the next page.) 
y 
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THE LIFE INSURANCE COMPANY 


VINCENT P. WHITSETT 
Manager & General Counsel, Association of Life Insurance Presidents 


N achieving victory in war and jus- 

tice in the coming peace, we have 
two great assets—the economic power 
of our country and the freedom of our 
people under democratic principles. 
Functions performed by the investment 
funds of life insurance companies, ad- 
ministered on behalf of the nation’s 
66,000,000 policyholders, have helped to 
create both. As a source of capital for 
investment, these funds, over a long 
period of years, have contributed to the 
development of such basic activities of 
our country as agriculture, building, 
railroads, public utilities, and govern- 
mental enterprises. With other insti- 
tutional and individual savings of our 
people, they have helped to develop and 
maintain the vast and powerful eco- 
nomic machine which is the basis of 
our present war effort and of our future 
ability to meet the reconstruction needs 
of a war-torn world. As a bulwark to 
the security of American homes, espec- 
ially those with small or moderate in- 
comes, these funds which back the na- 
tion’s life insurance policies have been 
‘an effective means of materializing and 
democratizing our national tradition of 
independence. Our citizens currently 
enjoy life insurance protection aggre- 
gating approximately $124,000,000,000 
—a coverage unmatched by all the rest 
of the world combined. A people cap- 
able of so fortifying themselves, morally 
and economically, through their own 
efforts, are an incomparable force in the 
fight for preservation of democracy. 

The total admitted assets of all 
United States life insurance compan- 
ies are estimated at $32,550,000,000 as 
of the end of 1941. It is their function 
to so conserve and enhance the moneys 
entrusted to them that, with future 
premiums, sufficient reserve funds will 
accumulate to fulfill all policy contracts 
as they mature. Since the accumulation 
of such reserve funds postulates cer- 
tain recovery of principal sums in- 


vested and conservative investment 
earnings, it is evident that safety of 
principal and stable investment income, 
as large as consistent with safety, must 
be the prime objectives of life company 
investment managements. 


In seeking investment outlets of the 
character and quality required to meet 
these objectives, life insurance invest- 
ment funds respond to the changing 
economic needs of the country. This is 
markedly reflected in the changing pro- 
portions of the various classes of in- 
vestments. It is enlightening to note 
the response to economic conditions pro- 
duced by World War I. In the five war 
and immediate post-war years, between 
the end of 1916 and the end of 1921, 
investments in Federal Government se- 
curities held by all legal reserve life 
insurance companies rose from about 
$1,500,000 to about $850,000,000 or from 
less than 1/10 of one per cent of ad- 
mitted assets to nearly 11% of such 
assets. Another way in which life in- 
surance funds responded to the war- 
created needs of the nation during the 
same five year period, was by an expan- 
sion in farm mortgages from something 
over $800,000,000 or less than 15% of 
admitted assets to about $1,400,000,000, 
nearly 18% of such assets. It will be 
recalled that one of the most serious 
reconstruction needs — the housing 
shortage—was created by the virtual 
stoppage of construction activities dur- 
ing the last war. The consequent stim- 
ulus to building in the decade of the 
20’s created a need for urban mortgage 
credit which life insurance funds help- 
ed to fill. Non-farm mortgages of life 
insurance companies rose from about 
$1,200,000,000 or 16% of admitted assets 
at the end of 1920 to about $5,600,000,000 
or 30% of such assets at the end of 1930. 


As we enter World War II, the dis- 
tribution of securities in life insurance 
company portfolios is entirely different. 
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For example, investments in Federal 
Government securities already exceed 
$6,000,000,000 and represent 20% of 
total admitted assets, whereas such 
holdings were relatively negligible 25 
years ago. During the past two years 
alone, over $1,000,000,000 has been add- 
ed to life insurance companies’ out- 
standing loans to the Federal Govern- 
ment, making a material contribution 
to our defense program and war effort. 
Aside from Federal holdings, the pre- 
sent investments bearing the most di- 
rect relationship to the war effort are 
securities of industrial corporations. 


THE SAVINGS BANKS 


During the last war, industrial holdings 
of life companies were a relatively 
small item in life companies’ invest- 
ment portfolios and it has been only 
during the past 15 years that they have 
been gradually increasing in import- 
ance. Present holdings in this class, . 
chiefly bonds, amount to over $2,000,- 
000,000, or about 7% of total admitted 
assets, in a wide variety of enterprises, 
including many such as steel, rubber, 
oil, chemical, ship-building, automotive 
and food industries, which are vital to 
our war effort and to anticipated post- 
war reconstruction needs. 


ANDREW MILLS, JR. 
President, National Association of Mutual Savings Banks 


ODAY the American people find 

themselves in the midst of a new 
economy. Plainly and simply, it is a 
war economy. This new economy will 
continue as long as the world conflict 
lasts, before evolving into another stage 
when we may hope for a stabilized plane 
of production and consumption. 

“What will be the place of the United 
States in the world—after the war?” 
is a question heard on every side. The 
American answer can be given only if 
we stand together as contributors to 
defense. 

A substantial part of new American 
savings is flowing into the Treasury 
reservoir. Throughout the country, 


millions of citizens are arranging their 
financial affairs by schedule, permitting 
them to subscribe for Defense Savings 
Bonds, in regular amounts, at regular 
times. This is practical citizenship. 
Fortunately, we are in better position to 
support the Government than at any 
time in the recent past. Not so long ago 
national income had sunk to considerably 
below 50 billions of dollars, but last year 
the income of all of us added together 
was expected to approach 90 billions of 
dollars—truly a colossal total. In 1942 
it is estimated at 100 billions or more. 
About three-fourths of those 90 billions 
will take the form of labor income, 
which means salaries and wages of 
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every sort and strikingly reflects the 
broad distribution of earnings result- 
ing from our present activity. We know 
that the cost of living has been going 
up, but the best yardsticks of general 
economics tend to indicate that wages 
and farm income have advanced more 
rapidly than costs, up to this time. In 
any event, we know that several mil- 
lions of unemployed workers, or work- 
ers employed part-time, and often at 
public expense, are being returned to 
productive occupations. Most of us 
should have something to put aside in 
these days of intensive activity and 
there could be no wiser course than 
regular investment in Defense Savings 
Bonds. 


At the same time let us not forget 
the importance of maintaining our sav- 
ings deposits, adding to them as much 
as possible, having available a ready 
reserve either for emergencies or oppor- 
tunities. It is an impressive fact that 
payroll deduction plans now going into 
effect provide not only for investment 
in Defense Savings Bonds, but likewise 
for regular savings deposits. 


Much of enduring value can be de- 
rived from this war economy. We need 
look back only a little way to the years 
of empty offices, foreclosed mortgages, 


factory chimneys without smoke, and 
the whole train of melancholy signs that 
the economic machine of yesterday had 
run down. Though we must grant that 
it has taken World War II to start the 
wheels again, let us so regulate their 
speed and productive power that we 
shall gain lasting benefits. 


Besides increased payrolls, and 
greatly increased number of workers, 
the reduced use of consumer goods is 
beginning to provide us with one more 
important means to save, because the 
ordinary commodities of life will have 
to be conserved. It is plain that if the 
major part of increased earnings were 
turned into larger numbers of auto- 
mobiles and radios and similar delights 
of life, our defense measures would be 
slowed down if not defeated, while the 
increased production of commodities 
and conveniences, in competition with 
war goods, soon would force prices up 
to a point where inflation must rise 
even faster than any possible means of 
control. 


Putting so many factors together, 
there can be no better use for our in- 
come than to save as many spare dollars 
as possible for future enjoyment—cap- 
ital to take advantage of the opportun- 
ities to come. 





CURRENT EVENTS 


Money Mobilization — or Just Taxation? 


FRANKLIN B. KIRKBRIDE 


T is surprising how 

few people, outside 

the banking profession, 

are willing or able to 

think through the im- 

plications and _ func- 

tions of money. Among 

the bankers themselves, 

there is almost as much 

nonsense as sense ut- 

- tered in the unconsid- 

ered babble and flow of desultory con- 
versation. 


In the old days, neither boom nor de- 
pression could stretch indefinitely for 
there was a limit where elasticity stop- 
ped and something snapped. That rig- 
idity is a thing of the past. So, when I 
am put in a hole by overinquisitive and 
prying eyes, by questions about ortho- 
dox and classical concepts of money and 
the terrible things we are doing today 
and the destruction towards which we 
are heading at such a terrifying rate, I 
just drop money out of the picture and 
attempt to figure out what would hap- 
pen if small change and big bills had 
never been invented. 


Our tangible wealth consists of na- 
tural resources, productive capacity and 
man power. Our intangible strength 
includes a love of liberty and a way of 
life we are prepared to defend against 
every assault. We should not forget, 
too, that no nation has ever gone bank- 
rupt with an adequate backlog of gold, 
and our Fort Knox depot is not to be 
scoffed at. 

Today’s job is to use all possible re- 
sources, productive capacity and man 
power wisely and in the industries most 
essential to a successful and early con- 
clusion of war. It is no time for boon- 
doggling, for waste of any sort. This 
means stricter economy in everyday life, 
in industry, in government than we yet 
conceive. Till the fight for freedom is 
won, everything that interferes with 
this objective must be sidetracked. 


F money were non-existent, it would 

be a case of swapping services and 
goods for other services and goods with 
the sky the limit. Nobody has any idea 
what the maximum effort of this great 
nation could produce, could supply for 
defense and lease-lend aid and have 
left over for food, clothing, shelter, 
communication and transportation for 
ourselves. 

If money were non-existent, nobody 
would accumulate any more goods than 
he eould use or conveniently store. 


‘Excessive accumulation would be pro- 


hibited. We would be levelled down to 
a standard of living so low that every 
incentive for effort except that of self- 
preservation would disappear. We 
would be on a barter basis and the only 
possibility of storing up against future 
needs would be in non-perishable con- 
sumer goods and only to such an ex- 
tent as it might be possible to hide and 
protect them. Force, whether for the 
individual, family or nation, would de- 
termine the extent to which material 
possessions could be safeguarded. 


Money changes the picture completely. 
It not only facilitates exchange, but is 


a “call” on future production. For most 
effective use, it presupposes peace, inter- 
change of goods and services, and creates 
a method of saving which gives to each 
a reward in proportion to his skill, abil- 
ity, determination, willingness to forego 
present satisfaction for future security. 
It is the ball bearing on which the 
wheels of the capitalist system turn. 


Debt complicates the picture. Used 
intelligently and within bounds, it helps 
to raise the immediate standard of liv- 
ing, adds to the possibility of better, 
finer, higher cultural patterns. 


Reservoirs of Money Power 


HE capitalist system, to succeed, pre- 
supposes community responsibility 
so that health may be safeguarded, dis- 





1894 


MARYLAND 
TRUST COMPANY 


Federal Reserve System 
Since 1917 


ease held in check, at least a decent min- 
imum standard of living assured, for the 
protection of those above the average, 
if no higher ground than self-protection 
is found for such action. 


The complicated works of a clock tell 
time accurately if put together properly, 
regulated, oiled, in balance. Otherwise 
they are just a pile of junk of no value, 
except as scrap metal. Let debt increase, 
savings shrink, and prices rise, the stan- 
dard of living is lowered and an increas- 
ing load is laid on the shoulders of suc- 
ceeding generations. Taxes, too, add to 
the cost of everything they touch, de- 
crease and finally destroy purchasing 
power. Savings, on the other hand, 
create wealth, are a reservoir storing 
up future purchasing power and like 
yeast in a lump of dough they “work” 
night and day, set constructive forces to 
work productively and bring hope and 
possibility of achievement to all save the 
laggard who would rather subsist on the 


dole. 


TRUSTS and ESTATES—January 1942 


War debt and taxation must be borne 
without flinching, but both must be ap- 
plied in such a reasonable way that the 
source of the golden stream is not dried 
up. Unwise or excessive use of public 
borrowing and taxing can easily result 
in public distrust, in lowering tax re- 
ceipts. Reasonable profits must be per- 
mitted and every incentive to increase 
output must be offered a willing and pat- 
riotic citizenry. 

We shall have irregular, sharp changes 
in the price level as long as the strug- 
gle continues, for it is not possible to 
keep up a free interplay of forces which 
in normal times act as checks and bal- 
ances and stabilize the movements of 
prices. Increasing regulation becomes 
necessary while the machine is operating 
under forced draft and should be applied 
with a firm and discerning hand, other- 
wise a run-away rise in prices is inevit- 
able. Debt created intelligently, taxes 
imposed wisely, prices and profits bal- 
anced nicely so as to encourage maxi- 
mum productivity make possible what 
could not be done without them. They 
are not ends in themselves, but means 
by which to develop the most complete 
coordination and balanced output. There 
is no substitute for hard work and thrift. 
In emergency we can tolerate and ap- 
plaud the effective use of whatever 
amount of the medium of exchange is 
necessary to keep our vast productivity 
increasing till we are operating at full 
capacity and more. 


Curtailing Bank Charters 
for Duration 


“The chartering of new banks during the 
war emergency should cease,” said Gurney 
P. Hood, North Carolina Commissioner of 
Banks in a recent statement to the press. 

“That is the major problem confronting 
the banking situation today. Unless im- 
mediate cognizance is taken of this factor 
and a halt is called to the present tendency 
to apply for new bank charters (except 
where such applications are for the purpose 
of furnishing banking facilities to defense 
areas), we shall undoubtedly experience 
the same phase of over-banking that devel- 
oped during the last World War period, and 
the new years immediately following.” 





Cancellation Factor in New Business 


Analysis May Show Utility or Futility 
of Promoting Certain Services 


NEW ENGLAND trust man recent- 

ly submitted to us an interesting 
report on the results of his new bus- 
iness efforts over the last decade. These 
figures are especially pertinent since 
they indicate the percentages of can- 
celled business in the various types of 
fiduciary accounts solicited, and might, 
if typical of banks throughout the 
country, serve as a valuable yardstick 
by which to measure the net profitabil- 
ity of the different types of trust ser- 
vices. It is one thing, as we all know, 
to successfully solicit an account, and 
quite another for it to be actively on 
the books. 


Our interest in this phase of new 
business solicitation was also  stim- 
ulated when a well known trust new 
business man said that a certain type 
of trust service was not worth adver- 
tising for or soliciting since the expense 
of obtaining business subsequently can- 
celled before becoming operative ab- 
sorbed whatever profits accrued from 
accounts of that type which eventually 
became active. Perhaps if new business 
men knew the record of cancellations in 
the different types of fiduciary services 
they might direct their efforts more in- 
telligently and profitably. 


To this end, we are inviting the coop- 
eration of all banks in a survey to 
determine just what these figures are. 
Will you advise us of the experience 


of your bank* along the lines of the 
following report mentioned above: 


New Business Report—Case I 
Business Written: 1930-1940 


Total Number of Pieces 
Total Dollar Volume 
Average Size of All Types 
of Business 
Average Size of 
Executorship 
Trust under Will 
Life Insurance Trust 
Business Insurance Trust_ 
Living Trusts and Agencies 


$109,714,665 
216,399 


267,962 
227,631 
88,670 
75,083 
94,031 


Totals as to Type: 

Executor and Trustee 

Life Insurance Trusts 
Business Insurance Trusts__ 
Living Trusts and Agencies 


92,741,647 
12,239,118 
2,705,900 
2,028,000 


Business which became operative: 


Executor (7) $1,935,000 
Trustee under Wills (6) 910,000 
Trustee under Life Insurance 

Trusts (8) 
Trustee under Business Insur- 

ance Trusts (4) 
Trustee under Living Trusts 


and Agent (22) 2,028,000 


$5,828,000 
Average Active Piece of Bus- 
iness per Year 


$ 582,800 


*This will be held in the strictest confidence and 
will be used only in compilation with others to 
preclude identification. 
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Cancellations: 


25 Executorships out of 155 or 16.1% 


23 Trusts under Wills out of 
15.8 
21 Life Insurance Trusts out of 
15.0 
8 Business Insurance Trusts 
out of 48 or 
4 Living Trusts out of 24 or 


Average of All Business 
Cancelled 


18.6 
16.6 


15.97% 


Reasons for cancellations: 


Life Insurance Trusts: 


Moved Out of State (4) 
Optional Modes of Settlement 


$ 399,000 


955,500 


Transferred to Another Bank 


510,000 
No Reason Given (2) 168,400 


Rearranged Affairs (1) 


$2,187,900 
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Executorships: 


Insolvent or Dissipated Estates 

(3) $1,550,000 
Lawyers Appointed (2) 700,000 
Transferred to Another Bank 
635,000 
625,000 
475,000 
350,000 


Not Named in Last Will (3) _ 

No Reason Given (4) 

Rearranged Affairs (1) 

Alternate Executor (Executor 
Living) (1) 

Moved to Another State (2) 

Put Estate into Annuities (1) 


200,000 
175,000 
100,000 


$5,310,000 


Totals (27) 


Trusts under Wills: 


Insolvent or Dissipated Estates 
(4) $1,450,000 
Lawyers Appointed (7) _.... 540,000 
Transferred to Another Ban 
(3) 125,000 
Not Named in Last Will (3) _.. 447,500 
No Reason Given (1) 75,000 
Rearranged Affairs (1) _..... 300,000 
Alternate Executor (Executor 
Living) (1) 
Moved to Another State (2) 
Put Estate into Annuities (1) 


150,000 
142,000 
75,000 


IEE MI  siidececesaibiisiedinnsloes $3,964,500 


Business Insurance Trusts: 


Dissolved Partnership (5) 

Cashed in Policies (1) — 
Rearranged Affairs (1) —.. 
No Reason Given (1) _- 


$ 161,000 
60,000 
142,500 
325,000 


Totals $ 688,500 


Living Trusts: 


Estate Dissipated (3) $ 
Domestic Trouble (1) —. 


650,000 
93,000 
Totals $ 743,000 

The dollar amount of business 
brought in from all sources of leads 
other than life underwriters was $8,- 
118,500, or 10.8%. The life underwri- 
ters brought the balance of 89.2%. In 
pieces of business, the total of all busi- 
ness from sources other than life un- 
derwriters was 10.7%, resulting in the 
life underwriters’ contributions being 
89.3% 





THE TRUST MARKET 


Probate Denied! 


And the law, when defied, will revenge itself still 
On the man and the woman who make their own will. 


From “The Jolly Testator,” by Lord Neaves. 


HERE is a segment of our suppos- 

edly enlightened population which 
is convinced of the wisdom and impor- 
tance of making a will, but foolishly 
and obstinately insists on drawing it 
personally. These people are well 
aware of the burden and added expense 
of dying intestate, but fail to realize 
that an improperly executed will leads 
to the same results. 


The courts are full of cases where 
probate was denied to home-made wills, 
or instruments executed without the 
supervision of an attorney. The Guar- 
anty Trust Company of New York very 
wisely recognized that an important 
service could be performed by calling 
these rulings to the attention of the 
public in an endeavor to warn them of 
the dangers of such wills. The bank 
ran a series of advertisements in New 
York City newspapers citing cases 
where wills were actually denied pro- 
bate because the execution was “plain- 
ly in violation of the statute.” These 
“ads” were not only an important edu- 
cational force but also served as good- 
will builders with attorneys, since both 
by implication and statement of fact 
they emphasized the importance of legal 
advice in the preparation and execu- 
tion of wills. 


One of this series quoted the follow- 
ing language from a surrogate’s opin- 
ion: 


“The grotesque result is an instru- 
ment which, while it plainly tells what 
the decedent wanted to do and tried to 
do with a substantial estate, forbids the 
fulfillment of his affectionate purpose 
and leaves the disposition of his fortune 
dependent only upon the blunders of an 
incompetent who had no business to at- 
tempt a will. Probate denied.” (62 Misc. 
439.) 


Precedents for Other States 


HE following excerpts from two 
other New York cases in which a will 


was denied probate on the sole ground 
that it was improperly executed, pre- 
sent situations which doubtless can be 
duplicated in the decisions of other 
states: 

“Emma Marcy Raymond, the testatrix, 
was a woman of about eighty years of age 
at the time the paper offered for probate 
was executed. She prepared the will her- 
self, guided only by a book regulating such 
matters (italics supplied). The testatrix 
wrote or copied an attestation clause which 
omitted the usual statement of the request 
to the subscribing witnesses . . . The fact 
that the testatrix did not correctly copy 


the attestation clause from the book of in- . 


structions sufficiently indicates that she did 
not appreciate the necessity of directly com- 
plying with all of the usual formalities. The 
instrument evidently expresses her free 
desires in regard to the disposition of her 
property which is said to be worth about 
$250,000.00. But as long as wills continue 
to be executed under the supervision of 
notaries public who presume to take the 
place of lawyers, and as long as those 
who execute wills under such conditions 
continue to practice such questionable econ- 
omy, probate courts will be constrained to 
reject any of such instruments. These 
papers propounded must be refused pro- 
bate.” In re Emma Marcy Raymond: (86 
Mise. Rep. 359; 149 N. Y. S. 216; rev. 167 
A.D. 893, 151 N. Y. S. 648.) 

“The instrument offered for probate is 
on a printed form (italics supplied), with 
the formal opening, testimonium and at- 
testation clauses printed. The dispositive 
provisions are in handwriting. 


“The decedent signed his name on the 
line provided for that purpose below testi- 
monium clause, and the witnesses signed to 
the left of his signatures and also below 
attestation clause. Following the attesta- 
tion clause is a printed clause for the em- 
ployment of an executor. This clause is 
filled out with the name of the executrix 
and decedent’s signature also appears below 
this clause, but the attesting witnesses did 
not sign at that point... 

“The appointment of an executor is an 
important part of the will, and it is, there- 
fore, obvious that the witnesses have not 
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signed at the end of the will, since the 
clause appointing the executrix follows 
their signatures. Probate of the instrument 
must therefore be denied.” In re Theo- 
bald Otto Haidl: 6/18/37 N.Y.L.J. p. 3089. 


Might it not be well for trust com- 
panies to consider using similar cases 
from their own jurisdictions as the 
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basis of advertising campaigns? Such 
a series of advertisements would help 
accomplish three objectives 1) sell the 
trust department, 2) promote more har- 
monious relations with members of the 
bar, 3) educate the public in the dan- 
gers and “long-term” expensiveness of 
making their own wills. 


War Time Wills 


UCH is the succinct title of a recent 

advertisement of Lloyds Bank, Ltd. 
of England. “The appointment of a 
new or additional Executor, by which 
means continuity of management, im- 
partiality, security and expert advice 
can be ensured, is today more than ever 
desirable,” according to the restrained 
text following, which also mentions that 
the Bank can provide these. 

This “ad” is mentioned not for any 
eye appeal of layout or typography, nor 
for brilliance of analogy or exposition 
of the wartime usefulness of profession- 
al executorship, for it is in the British 
tradition which is yet but one degree be- 
yond a “card,” and which has its Amer- 
ican version —or perversion —in the 
“name” advertisements: those which 
“keep the name before the public,” and 
rest content. Here is almost a mess- 
age. But our interest arises from the 
fact that after two years of severe war 
economy, one of the Big Five banks 
chooses this service to proclaim to the 
discriminating readers of one of the 
world’s greatest papers—The Economist. 
It should give heart to our corporate 
fiduciaries on this side of the pond. 

An English assurance company, “em- 
powered to act as Executor and Trustee 
and as Trustee for Debenture Issues,” 
uses an arresting slogan in its notice: 
CUSTODIAN OF THE FUTURE; and, 
like the bank, fails to follow through. 

We wonder how much space and money 
is wasted by failure to follow through. 
There is a highly relevant story behind 
both these captions, just as there is more 
to say about a bank than that Messrs. 
So-and-So are directors. In these days 
there is little public use for dignity with- 


out dash, for institutional geneology 
without “modern conveniences.” For your 
busy man (or woman)—and that means 
everybody of consequence in wartime— 
there is little time to read about pro- 
wess, either corporate or personal, ex- 
cept in the war or sports pages. The 
capitalization, official listing, and age 
since the bank was created to meet a 
need (of public or proprietors), suggest 
at least a lack of originality, if not of 
usefulness of its services—through war 
and peace. Why not tell what the pro- 
fessional fiduciary (and his allies the 
estate attorney and life underwriter and 
certified accountant) can do to meet some 
of the many problems of the reader, and 
thus leave him free to concentrate and 
be more effective on the others? 

Then there is the English bank whose 
advertisement carries the appended line 
“The bank also undertakes Trusteeships 
and Executorships.” Is it really such a 
burden? And what a cheery, funereal 
ring to the word wndertakes. The Amer- 
ican counterpart is: “Qualified to act as 
executor and trustee,’ which is not a 
very illuminating explanation or hearty 
invitation. 

Isn’t it the wartime duty of every cit- 
izen of family and property to put his 
affairs in the best possible shape to meet 
his individual responsibility, so that he 
may be free to give his best effort and 
undivided attention to his responsibility 
to the nation? And isn’t it perhaps the 
duty of the trustees of private property 
to make their services as widely avail- 
able as possible, knowing that by pro- 
tecting the individual they are protecting 
the country, at least through relieving 
him of worry over “the folks back home.” 
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CENTRAL HANOVER BANK AND TRUST COMPANY 


NEW YORK 


Statement of Condition at Close of Business 
December 31, 1941 


ASSETS 
Cash and Due from Banks . . . . . . $465,995,658.56 
U. S. Government Securities. . . . . « 628,730,617.48 
State and Municipal Securities . . . . . 59,674,401.87 
ee ee ee ee ee ee ee 21,915,481.38 
Stock in Federal Reserve Bank . . . . . 2,4.30,000.00 
Loans and Bills Purchased . . . « « « 227,288,808.28 
Real Estate Mortgages. . . . . « « 6,488,222.11 
ee ae ee ee ee ee ee ee 14,550,011.00 
oe ee ee ee ee ee ee ee 958,918.77 
Interest Accrued . .. .  e 2s 1,675,872.08 


Customers’ Liability Account of Acceptances . 2,120,434.45 
Total $1,431,828,425.98 


LIABILITIES 
Capital . . . . . «. $21,000,000.00 
Surplus. . . . «= « + ~©60,000,000.00 
Undivided Profits . . . 17,530,408.85  $98,530,408.85 


Reserve for Taxes, 
Interest Accrued, etc. . . + «© « 33479,895.17 


Dividend Payable 
ee) a a ae 1,050,000.00 


pe ee ee ee ee ee ee ee ee 2,190,662.97 


ee ee 
Total $1,431,828,425.98 


There are pledged to secure public monies and to qualify for fiduciary powers 


U. S. Government Securities _ » » © « « « 9enjogs,cee.c6 


Member Federal Deposit Insurance Corporation 
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f . 
Trustees’ Trials 
(With Apologies to Sir William S. Gilbert) 


N Executor’s duties are apt to demand 
A degree of acute perspicacity 
Which one must admit very few can command 
(To pay due regard to veracity). 


O please Tom and Harry and Mabel and Ruth 
All at once, is a test of capacity 
Which few have surmounted, if telling the truth 
Is preferred to unblushing mendacity. 


HEN conditions are good and: the wheel’s running well 
It is madness to have the audacity 

To sleep at the switch or to vapidly tell 
Of your worth with unseemly loquacity. 


HE price of success is preparedness plus 
And a constant unfailing tenacity, 
For a predisposition to missing the bus 
Is the measure of one’s incapacity. 


ENEFICIARIES seldom are prone to confess, 
When depressions, with horrid voracity, 


Play hob with the funds, that the whole bally mess 
Isn’t due to the Trustee’s rapacity. 


T times I have wondered, when taking my bumps 
And trying to curb my pugnacity, 
If Trustees are really essentially chumps 
And woefully short on sagacity. 


UT then when the clouds have again rolled away 
I remember the word “pertinacity” 
And summon the courage to hopefully say, 
“Carry on with your erstwhile vivacity.” 


by Geo. L. Dean, 
Manager, Ottawa Office, Royal 
Trust Company of Canada. 


SIMEON MOONEE MMMM MMMM MNS 


Banks Give Bonus for Each 
Axis Ship Sunk 


The Florida National group of banks an- 
nounced recently that it would award $500 
to the personnel of each American aircraft 
responsible for sinking any Japanese, Ger- 
man or Italian capital warship or aircraft 
carrier. The group has also voted to pre- 
sent $500 to Mrs. Colin P. Kelly, Jr., of 
Madison, Fla., “in appreciation of Capt. 
Kelly’s magnificent act of heroism” in sink- 
ing the Japanese battleship Haruna. 


Bank Employees Form 
‘Jap Sinking Fund’ 


Employees of the Sterling National Bank 
& Trust Co., New York City, have organized 
a “Japanese Sinking Fund” to which con- 
tributions are made each time a Japanese 
naval vessel is sunk by the United States 


Navy. In a letter to the Navy Relief So- 
ciety in which their first contribution, a 
twenty dollar check, was enclosed, the 
“club” said that they “hope the United 
States Navy will keep us ‘busted’.” 
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Trust New Business Column 


“Playing Ball’ 


T is gratifying to note the substantial 

progress trust men generally have 
made in recognizing the importance of 
cooperation with the press. In the past 
they succeeded very nicely, through 
their cold indifference to newspaper- 
men and their reluctance to give out any 
information, in incurring the unfavor- 
able, damaging publicity that comes 
from misleading newspaper treatment 
of stories pertaining to their trust de- 
partments. In many instances when 
reporters tried to get both sides of a 
story, as in the case of litigation over 
some trust, instead of calling in the 
press, sitting down with them and an- 
alyzing the case for them, trust men 
refused to give out any information, 
leaving it to the reporters to present 
the news as they saw it, after listen- 
ing only to the other side. 


This lack of cooperation not only re- 
sulted in harmful, misleading treat- 
ment but also made editors reluctant 
to give trust institutions a boost when 
the occasion arose. Happily that situa- 
tion is being gradually remedied today. 


Witness the following excerpt taken 
from a recent column by Edson B. 
Smith, well known financial editor of 
the Boston (Mass.) Herald Traveler, 
which obviously must have had a back- 
ground of good press relations. 


Says Mr. Smith: “Men who spend 
their lives managing trust funds ulti- 
mately learn to take the long range 
view of everything. Banks are perman- 
ent institutions. Their trust depart- 
ments are operating when individuals 
are born and they are in business when 
these same individuals die. The point 
of view of some of these veteran trust 
department officials is comforting under 
current trying conditions. It is com- 
forting to watch them going ahead 
about their business of investing other 
people’s money. Somehow or other they 
never seem to be particularly optimistic 


when everyone else is bullish nor, as 
today, very apprehensive when every- 
one else is scared. 


“They study the long-range prospects 
of various companies and try to buy 
into those which will be good so far 
ahead as they can see. Their approach 
is likely to be based on an opinion of 
what a given security may earn and 
pay over the years. Having formed an 
opinion as to this their inclination is 
to be a buyer when the selling price of 
the security is attractive, measured 
against probable dividends, and to be 
a seller when the price appears high in 
relation to prospective dividends. 


“Where most of us think of the mar- 
ket in terms of days or weeks, their ap- 
proach is in terms of years.” 


There’s a statement worthy of emu- 
lation over the entire land, one whose 
public relations value can be measured 
in terms of a hundred paid advertise- 
ments. We need have no fear for the 
future of the trust business if we live 
up to that testimonial, for there will 
always be a Mr. Edson to set it before 
the American public, provided we come 
out of our collective shells and play 
ball with him... 


*% * * 
Boomerang 


HERE are any number of sources 

to use in compiling a likely list of 
prospects for the services of your trust 
department; for example, membership 
lists of prominent organizations, income 
tax lists, lists sold by mailing houses. 
An interesting story was recently re- 
lated to us by a new business man who 
made it a regular practice to cull the 
list of commercial depositors in his 
bank, select the ones with the big ac- 
counts and solicit them for trust bus- 
iness. Recently, a woman whose de- 
posit account seemed to indicate that 
she possessed a sizeable estate and 
whose business the new business man 
had successfully solicited, died and left 
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For What to Do Now 


Here is Definite, 
Tax-Planning Counsel— 


MONTGOMERY’S 


Federal Taxes 
on Estates, 


Trusts, and 
Gifts 1941-42 


Here—for trust officers, attorneys, ac- 
countants; for executors and admin- 
istrators—is the complete, outstanding 
treatment in this field. Covers appli- 
cation of federal estate and gift taxes, 
and the income tax problems peculiar 
to estates and trusts. 


Prepared by one of 
America’s leading tax 
authorities, 


ROBERT H. 
MONTGOMERY 


CounseUor-at-Law; O.P.A. 


This great volume brings up 
to date the developments re- 
sulting from the passage of 
the 1941 Revenue Act, and 
the rulings and decisions of 
the past year incident to tax 
administration and to court 
review of contested questions. 
The counsel, suggestions, aud 
warnings presented afford a 
unique, year-round 
foundation for in- 
clusive, long-range 
handling of prop- 
erty and for plan- 
ning disposition of 
estates. 


New This Year 


Also by Montgomery, 


Ss 
TIONS, 1941-42. 


Price, $7.50 $7.50 


| now for your copy of Montgomery’s 
FEDERAL TAXES ON _ ESTATES, 
TRUSTS, AND GIFTS, 1941-42. Price, 
plus few cents delivery, payable within 5 
days after receipt. We pay delivery if you 
remit with order. Address, Dept. M574, 


THE RONALD PRESS COMPANY 
15E.26thSt. PUBLISHERS New York 
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an estate which consisted only of the 
deposit account. In the same week, an- 
other depositor, whose relatively small 
balance the new business man had pass- 
ed over in compiling his list, died and 
left an estate of $2,000,000. To make 
the hurt, bad as it was, even worse, she 
appointed another bank sole executor and 
trustee! 
% * * 


Humanizing Trust Advertising 


“stopper” in the stream of trust com- 

pany advertising which has recently 
flowed over this desk is one published 
by the St. Louis Union Trust Company, 
captioned “$5,000 From William Huk- 
reda Estate is Waiting for Edward Stan- 
ley, Missing Legatee.” In cooperation 
with the Court of Missing Heirs radio 
program which is a regular feature of 
the Columbia Broadcasting System, the 
bank attempted to locate Edward Stan- 
ley, a beneficiary of an estate which the 
bank is currently administering. To 
support the radio program in its search 
for the missing heir this advertisement 
was prepared for St. Louis newspapers. 
Just before it was published, word was 
received from the radio program that 
Stanley was dead, but that one of his 
four children had been located. The 
bank published the advertisement as an- 
other in its excellent series ‘“‘True Stories 
of Trust Service,” noting that an heir 
had been found. The story of the search 
for the missing heir, told in the copy, 
speaks volumes for the diligence of that 
corporate fiduciary, and is a hundred 
times more effective than Form Ad 62A 
which reads “Appoint a Corporate 


” 


Fiduciary Because ...”. 
0 


New York Community Trust 
Issues Report 


Philanthropic appropriations made by the 
New York Community Trust in 1941 rose to 
$398, 504, exceeding by 75% the $222,964 
paid out in 1940. The trust’s cumulative 
charitable grants since 1925 total $2,957,000. 
From fifty-seven charitable funds now com- 
prising the Community Trust, outpayments 
in 1941 went to beneficiaries in sixteen 
states, of which the largest amount, $65,368, 
went to the Salvation Army. 





The Stock Purchase Agreement 


A Guide to Drafting Business Insurance Plans 


SAMUEL J. FOOSANER 
Counsellor at Law, Newark, N. J. 


Mr. Foosaner is Chairman of the Committee on Legal Institutes of 
the New Jersey State Bar Association, and a frequent author and lecturer 


on various legal phases of life insurance problems. 


He is New Jersey 


Legal Editor for Trusts and Estates.—Editor’s Note. 


STOCK purchase agreement, based 

upon the use of new life insurance 
to provide the funds with which to buy 
the interest of a deceased stockholder in 
a close corporation, should cover certain 
fundamental points to avoid future dis- 
putes as to the rights of the parties, the 
transfer of the stock and the disposition 
of the insurance proceeds. Using a gen- 
eral form of agreement for any given 
case constitutes a most unscientific ap- 
proach, since every business insurance 
case deserves individualized attention, 
but “form” agreements, when used as 
beacons, may be helpful. 


1. Parties—The agreement should set 
out the names of the parties and the 
capacities in which they appear. Ordin- 
arily these parties will consist of the 
stockholders and the trustee, or third 
party stakeholder. However, it may 
sometimes be advantageous to have a val- 
uable employee, an only son, or some 
other individual who has grown with the 
business and desires to buy in at later 
date, as a party to the instrument. 


In every purchase agreement there 
must be a trustee; wherever practicable, 


a corporate trustee thoroughly expe- 
rienced in conducting such matters. A 
corporate trustee is advocated for two 
reasons. First, there should be a third 
party stakeholder whose only interest is 
to see that the terms of the Trust Agree- 
ment are carried out, and secondly be- 
cause such trustee offers perpetuity. 

2. Objects—The purposes of the agree- 
ment and the objectives of the stock- 
holders should be clearly set forth. 


Treatment of Policies 


3. Insurance Policies Held in Trust— 
The insurance policies should be deposit- 
ed with the Trustee, and a schedule, fully 
describing them, should be annexed to 
the agreement and made a part of it. 

4. Payment of Premiums—Since the 
most prudent procedure requires that 
each stockholder apply for the insurance 
on the life of the other, it follows that 
the applicants pay the premiums on the 
policies covering each other’s lives. 

5. Ownership of Policies—By virtue of 
his application for the insurance, and 
his payment of the premiums, each stock- 
holder should be recognized in the pur- 


59 





60 


chase agreement as the owner of the 
policy carried on the other’s life, thus be- 
coming endowed with all the rights which 
ordinarily accrue to an owner, such as 
waiver of premium benefits, dividends, 
etc. 

6. Loan Values—To assure the con- 
tinued existence of the life insurance, it 
is advisable to prohibit any one of the 
owners from borrowing on, pledging or 
assigning any of the policies without first 
obtaining the written consent of the oth- 
ers. 

7. Rights Reserved to Stockholders— 
The stockholders should be permitted to 
terminate the trust upon the payment of 
some specified fee to the trustee. 

Growth of the enterprise may necessi- 
tate additional funds for purchase pur- 
poses, and therefore it is essential that 
the agreement allow the introduction of 
further insurance policies to the trust. 


The right to amend should always be 
reserved. To avoid misunderstanding, 
the prerequisities to an amendment 
should be set forth, such as the degree 
and form of authority which the trustee 
must receive from the stockholders. 


Rights as to Stock 


8. Stock Certificates Held in Trust— 
Since the trustee will ultimately be called 
upon to turn over to the survivors the 
stock which was owned by the decedent, 
it is essential that the trustee have con- 
tinuous possession of the stock. The cer- 
tificates should be delivered to the trus- 
tee, endorsed in blank because by so do- 
ing the stockholders retain the right to 
dividends and voting powers. In con- 
nection with this type of endorsement, 
the draftsman should check the provis- 
ions of the Corporation Law of his par- 
ticular State. 

9. Stock Dividends — A _ provision 
should authorize the delivery of any 
stock dividends to the trustee, if such is 
the intention of the parties. In like man- 
ner, the instrument should allow the 
stockholders to deposit additional certi- 
ficates with the trustee. 

10. Withdrawal of Stock—To guaran- 
tee the execution of the purchase agree- 
ment, complete ownership of the dece- 
dent’s stock must be in his estate at his 
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death, subject to control by the trustee, 
under the terms of the instrument. With- 
out complete ownership of the stock, the 
decedent’s estate cannot sell it. There- 
fore, restrictions against the withdrawal, 
pledging, assigning or transferring of 
the stock should be included. 


Setting A Price 


11. The Valuation Certificate—There 
are a number of methods by which the 
value of the stock can be computed. The 
parties might look to the book value of 
the stock and by allowing for the good 
will of the corporation and endeavoring 
to anticipate the outlook for their com- 
pany, arrive at a value for the stock. 


A less scientific but possibly more prac- 
tical approach would be to have the stock- 
holders analyze the periodic statements 
prepared by the corporation’s auditor 
or accountant, from which each stock- 
holder could decide what he would want 
for his interest. Then each could be 
asked what he would be willing to pay 
for the same interest. These figures can 


then be used as a basis for determining 


the value of the stock. 


A third method is to call in a certified 
public accountant, whose decision, as a 
disinterested party, will be acceptable 
to all the stockholders. Even in such a 
case, the accountant would do well to 
confer with all the stockholders to ob- 
tain their opinion as to the value of the 
good will. 


A valuation certificate should be fur- 
nished to the trustee at least once a year, 
and semi-annually where it can be feas- 
ibly arranged. Certain factors, over 
which the company has no control, may 
affect its financial worth: droughts, boy- 
cotts, wars, failures of continued sup- 
plies of raw materials, and priorities. 
Fluctuating values and the rapidity with 
which business moves today demand that 
the valuation certificate be kept “fresh” 
at all times. 

Each new valuation certificate deliv- 
ered to the trustee should contain the 
signature of each stockholder approving 
the value as set down, and the last value 
so approved shall control upon the death 
of one of the parties. 
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When You Need a Chicago Fiduciary 


The Trust Department of this bank is a 
complete and fully integrated organiza- 


tion equipped in every way to co-operate 


with the attorneys and Trust Companies 


of other states in matters requiring the 


services of a Chicago fiduciary. 


AMERICAN NATIONAL BANK 
AND TRUST COM PANY 


of Chicago 


LA SALULEB STREET 


AT WASHINGTON 


Member Federal Deposit Insurance Corporation 


The Plan in Action 


12. Duties of Trustee Upon Death of a 
Stockholder—Due proof of death of one 
of the stockholders having been furnished 
to the trustee, its functions are to: (a) 
return the stock certificates belonging 
to the survivors; (b) obtain the insur- 
ance proceeds or arrange for an instal- 
ment payment of the same (where a 
lump sum payment is not desired) to the 
decedent’s estate for payment of his 
stock*; (c) effect the transfer of the 
decedent’s stock to the survivors; and 
(d) arrange for the payment and trans- 
fer of the policies carried by the dece- 
dent on the lives of the survivors, in 
accordance with the provisions of the 
agreement. 


*Arrangements can be made in advance with 
many insurance companies whereby named bene- 
ficiaries may receive payment for the decedent’s 
stock under some optional mode instead of settle- 
ment in one lump sum. Or the proceeds may be 
paid to the trustee who, under an independent 
trust indenture, may make income and principal 
payments to the designated recipients. In many 
instances, either of these two plans is to be pre- 
ferred to outright cash payments. 


Where proceeds are insufficient to pay 
for the full amount of the decedent’s 
stock, so much of the stock as can be paid 
for by the proceeds may be transferred 
to the survivors at once. The remaining 
stock may be transferred, either upon the 
execution, or upon the paying of a series 
of promissory notes executed by the sur- 
vivors. Where transfer is withheld the 
stock can be transferred in proportionate 
amounts as each note is met. 

Where, because of sudden decrease in 
the worth of the business, or a desire to 
continue in force an over-amount of in- 
surance, the proceeds exceed the value 
of the stockholdings, provision should 
exist for disposition of this excess. 


Termination 


13. Automatic Termination — The 
agreement should provide for its auto- 
matic termination in certain cases. If, 
for example, all the parties die in a com- 
mon disaster or within short periods of 
each other, the objectives which moti- 
vated the agreement will have failed and 
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it would be impractical to have it remain 
binding upon their respective estates. 
Likewise, where the company has been 
adjudicated bankrupt, or a receiver has 
been appointed, or there has been an as- 
signment for the benefit of creditors or 
a dissolution of the corporation, there 
exists no sound reason for continuing the 
agreement. 


In the event of simultaneous death, the 
proceeds can be treated the same as if 
they arose under personal life insurance 
contracts. After surrendering the poli- 
cies and receiving the proceeds, the trus- 
tee can turn over those proceeds to the 
respective estates and effect a transfer 
and delivery of the stock owned by the 
deceased stockholder, to his estate. In 
so providing, consideration should be 
given to the tax aspects of each stock- 
holder’s estate. 

Should the trust agreement be automa- 
tically terminated because of bankruptcy, 
assignment to creditors, or dissolution, 
the parties should be returned to status 
quo. Each stockholder will be entitled 


to receive his stock certificates as well 
as his proportionate and equitable inter- 


est in the various insurance policies 


carried. 


The Trustee’s Functions 


14. Obligations of Trustee—Limita- 
tions—The trustee functions in the role 
of third party stakeholder. It cannot 
exercise any authority beyond the re- 
stricted terms of the instrument. It 
therefore should not be held responsible 
for the failure to perform any act which 
is not expressly commanded of it or which 
is not incidental to one of its duties. 


It is not the place of the trustee to 
question the truth of the valuation cer- 
tificate, or to inquire into the considera- 
tions flowing from one stockholder to an- 
other. The trustee cannot be held ac- 
countable for the acts of the stockholders 
in obtaining the insurance policies, or 
their conduct with the insurance com- 
panies thereafter. It cannot be deemed 
a guarantor of the validity of the insur- 
ance policy, or of the stock certificates. 

Disputes may arise, and it may be 
necessary for the trustee to obtain the 
decision of the court before taking cer- 
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tain procedure. It may become essential 
for the trustee to institute an action 
against the insurance company. Should 
such problems arise, the trustee cannot 
be held responsible to seek the solution 
unless it has so agreed, and unless it is 
properly empowered. The trustee func- 
tions as such, and not as a lawyer. It is 
well, therefore, to designate counsel to 
whom the trustee should refer all legal 
questions arising under the instrument, 
or to authorize the trustee to employ 
counsel. In the event that the interested 
stockholders are residents of different 
States, the agreement should mention the 
State whose laws shall control the con- 
struction of the instrument. 

15. Fees of Trustee—The experience 
of many institutions has lead to a stan- 
dardization of fee which, for the work 
performed, is most reasonable. Adequate 
provision should be made in the purchase 
agreement for these charges, as well as 
for a full reimbursement of all money 
properly expended by the trustee in the 
performance of its trust. 

16. Provision for Retirement—lIt is 
advisable that the agreement include a 
provision for the retirement of stock- 
holders upon attaining a certain age. In 
setting out a mutual option to retire at 
some designated date the parties may 
specify the price at which the stock 
should be valued in the event of such re- 
tirement. The value which is thus 
placed upon the stock will aid materially 
in determining the fair value of the 
stock for Federal tax purposes. 

17. Definitions for the Purpose of the 
Agreement—To avoid disputes all words 
which might give rise to argument should 
be clearly defined. 

18. Miscellaneous Provisions—Provis- 
ion should be made for specifying the 
date that the trust instrument is to take 
effect. It is also important that each 
copy of the agreement be construed to be 
an original. A clause to the effect that 
the heirs, executors, administrators, suc- 
cessors and assigns of the respective 
parties are to be bound by the terms of 
the instrument, should likewise be in- 
cluded. 

19. Schedules—Two schedules should 
be annexed to the agreement and made 
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a part of it. One of these should concern 
the stock certificates reposed with the 
trustee, and the other the insurance poli- 
cies delivered to the trustee. 


Regarding the stock certificates, the 
name of each stockholder, a description 
of the stock, and the number of shares 
deposited by him, will suffice. The es- 
sential information pertaining to the in- 
surance policies consists of the name of 
the insured, the amount of the insur- 
ance, the number of the policy and the 
name of the insurance company. Any 
other information which may be desired 
concerning either the stock certificates or 
the insurance policies can be determined 
by making reference to these instruments 
themselves. 


20. Execution of the Agreement—The 
execution of the instrument must be ef- 
fected in compliance with the law of the 
situs of the trust. 


21. Applies to Partnerships—The same 
fundamentals with which the Stock Pur- 
chase Agreement is approached will suf- 
fice in the drafting of an instrument for 
a partnership. Likewise, the same basic 
approach is usable where a sole proprie- 
tor wishes to arrange for the sale of his 
business to some persons (such as key 
employees or competitors) who may de- 
sire to purchase this business upon the 
owner’s death. 


22. Co-operation necessary—lIn busi- 
ness insurance three professions must 
come into play. The life underwriter is 
essential so that the requisite life insur- 
ance may be furnished. The trust offi- 
cer is necessary because of the services 
required of the trustee. The lawyer is 
needed for his counsel and skill in draft- 
ing a proper trust indenture, as well as 
for his guidance in the all-important tax 
aspects. Co-operation must be the by- 
word, for it is only through the co-or- 
dinated functioning of these three men 
that a really meritorious job can be 
achieved for the client. 


[Reprints of the above article, for 
distribution to attorneys, life under- 
writers and others, can be obtained at 
moderate cost. Address inquiries to 
Reprint Department of Trusts and Es- 
tates.—Ed. ] 


Missouri’‘s 
Largest Fiduciary 


This company engages only 
in the trust business. It does 
no banking business. It ac- 
cepts no deposits. 

It administers more trust 
property than any other Mis- 
souri financial institution. 
Itis the oldest trust com- 
pany in Missouri. 

For ancillary service in 
Missouri or Southwestern 
Illinois consult 


ST. LOUIS UNION 
TRUST COMPANY 


ST. LOUIS, MISSOURI 


Affiliated with the First National Bank 


Planning A Life Insurance Estate for 
Federal Tax Purposes 


LEON L. 
Dec. 1941. 


RICE. North Carolina Law Review, 


This article, written by a former attorney 
of the Bureau of Internal Revenue, is an 
analysis of the three tax incidents—gift, 
income, estate—of life insurance, with cop- 
ious citation of cases. Methods of legi- 
timately reducing these taxes are suggested. 
Emphasis is placed upon the importance of 
considering the three levies together in 
planning the life insurance estate. 


—_———_0 


Pension Trusts 


J. BLAKE LOWE and JOHN D. WRIGHT. 
Banking, Jan. 1942. 


The general purposes of pension trusts 
are discussed in this brief article, the au- 
thors pointing out the tax advantages of 
such arrangements. They also refer to the 
anti-inflation function of pension trusts 
through deferment of purchasing power. 
Cautions as to the requirements of bona 
fides and of registration with the SEC are 
set forth. 
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MANUFACTURERS 
TRUST COMPANY 


Condensed Statement of Condition as at close of business 


December 31, 1941 


RESOURCES 


Cash and Due from Banks . - $365,609,706.20 

U. S. Government Securities ...... 340,928,747.80 

U.S. Government Insured F. H. A. 
Mortgages. . 

State and Municipal Bonds 

Stock of Federal Reserve Bank 

Other Securities 

Loans, Bills Purchased and 
Bankers’ Acceptances 

Mortgages. ... 

Banking Houses 

Other Real Estate Equities 

Customers’ Liability for Acceptances . . 5,097 ,842.60 

Accrued Interest and Other Resources . 2,411,451.24 


$1,080,505,866.79 


2,525,294.29 
30,085,722.18 
2,246,750.00 
39,067,015.89 


260,309,534.41 
16,224,925.78 
12,549,000.00 
2,949,876.40 


LIABILITIES 


$ 8,892,780.00 
32,998,440 00 


Preferred Stock 
Common Stock ..... 
Surplus and 

Undivided Profits 42,233,744.36  84,124,964.36 
Reserves 4,717,942.69 
Common Stock Dividend 

(Payable January 2, 1942) 
Preferred Stock Dividend 

(Payable January 15, 1942) 
Outstanding Acceptances 
Liability as Endorser on 

Acceptances and Foreign Bills... . 
Deposits ...... 


824,959.50 


222,319.50 
6,255,708.11 


355,254.15 
__984,004,718.48 
$1,080,505,866.79 


Principal Office: 55 Broad Street, New York City 


67 BANKING OFFICES IN GREATER NEW YORK 


European Representative Office: 1, Cornhill, London, E. C. 3 


Member Federal Reserve System 
Member New York Clearing House Association 
Member Federal Deposit Insurance Corporation 


Both Common and Preferred shares have a par value of $20 each. 
The Preferred is convertible into and has a preference over the 
Common to the extent of $50 per share and accrued dividends. 
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That Old Will of Mine 


RENE WORMSER 


Member of the New York Bar; Author of “Your Will and What Not to Do About It;” 
also of the forthcoming book, “Estate Planning In the Light of Current Conditions” 


“Dear Mr. W: 


A few days ago, I got out that old 
will of mine, and it gave me quite a 
shock. So much has happened since I 
executed it that if I do not draw a new 
one some real hardships will be suffered 
by my family. 

In drawing my old will, I figured on 
an estate of $150,000. distributable to 
my beneficiaries, after payment of debts, 
taxes and administration expense. On 
recalculating now, chiefly because of the 
heavily increased death taxes, I find that 
there will be only $100,000. if I should 
die today. That makes many changes 
necessary. 


I would like to give you instructions 
for a new will. Suppose you get out 
your office copy of the old one and follow 
my changes. 

Now, paragraph FIRST provides**—” 


HAT is the beginning of a letter 
from an alert client. Many people 
forget their wills, once they have drawn 
them. The following news item appeared 
in the New York Post of Sept. 23, 1941: 


ill Gives Divorced Wife 


$150,000—Nothing for Spouse 


ELIZABETH, N. J., Sept. 23.-— 
Robert Winkler, Garwood 
manufacturer, left $150,000 to 
his divorced wife, Katherine, 
and nothing to his second wife, 
Frieda, with whom he was living 
when he died. 

He had made his will before 
the divorce and never changed 
ff, his second wife explained in a 
court action. However, Probate 
Judge McGrath upheld the will 
yesterday, giving the divorced 
wife. $100,000 in insurance and 
$50,000 in persanal property, 
and the second wife only dower | 
rights, or a life interest, in the | 
Winkler home 


Now, of course, your old will might 
not cause as great a miscarriage of jus- 
tice as did Mr. Winkler’s, or you may not 
believe in divorce and say that it served 
him right. But in any event it is a clear 
illustration of how far wrong a will can 
go from intention if you never look at it 
again after you have executed it. 


Misplaced Generosity 


OME wills have long grey whiskers, 
some are bent at the knees and some 
are deathly ill. If yours is more than a 
year old, it is possible that it suffers of 
anything from indigestion to coronary 
thrombosis. Neglect its frequent review, 
and it is likely to turn out defective at 
the time it takes command of your estate, 
failing to carry out what would have been 
your intentions and your plans had you 
taken the trouble to check. The result 
may be that deserving persons are left 
insufficiently protected, or not at all, and 
that undeserving ones receive benefits 
which would make you turn over in your 
grave. For example, unless your will is 
extremely simple, you may not remember 
its clauses in detail. One man bequeathed 
$500 to his faithful butler who had been 
in his employ for ten years. However, 
the butler, long before his master died, 
had left his employ suddenly, and the 
greater part of the family silver went 
with him. The rascal got his $500, be- 
cause the will had not been changed. 
The estate of another man who did not 
take the trouble to reexamine his will, 
gave a bequest of $20,000 to his aunt 
who had been dependent on him for a 
long while. A few years before he died, 
however, she had married a rich old gen- 
tleman, and no longer needed any bequest 
from her nephew. In this case, because 
the aunt was now well-off and the 
nephew’s family not so well off because 
his estate had shrunk, the old lady relin- 
quished her bequest. But someone else’s 
aunt might not be so kind. 





Enough to Go Around? 


T is common practice—and often dan- 

gerous—for a man to provide certain 
cash bequests in his will before setting 
aside the rest of his estate (the “residu- 
ary” as it is called) for his immediate 
family. Unless the cash gifts are trif- 
ling, this system works properly only 
when there is no shrinkage in the estate, 
or if frequent revision is made to bring 
the will in line with the changing value 
of the estate. During the first years of 
the depression, before people in general 
had got around to overhauling their wills, 
a great many families suffered because 
they were the residuary legatees of per- 
sons who had provided generous legacies 
to others at a time when they were afflu- 
ent, but died after the crash, with sharp- 
ly reduced estates. Since these cash leg- 
acies must be paid first, the residuary 
legatees were wiped out in many cases. 


This same process may repeat itself in 
the instance of wills drawn some years 
ago when death taxes were so much low- 
er, and the net distributable estate so 
much larger, than now. If you look your 


situation over, you may find that you 
were too extravagant or generous in your 


The Handwriting on the Wall 
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previous plans and that your residuary 
legatees might get far too little from 
your estate. 

Have someone who knows how make a 
calculation of what taxes your estate 
would have to pay if you died today, and 
be sure that the various classes of pro- 
perty and property interests are included 
which would be taxed as part of your es- 
tate even though not passing through it 
(such as certain life insurance and 
trusts). The result may strike you for- 
cibly enough to make you rush to your 
safe deposit box or wherever you keep 
your will, and arrange for immediate 
changes. If that doesn’t do the trick, I 
believe you will get stirred into action 
if you will make a comparative analysis 
of your assets now and at the time your 
last will was executed. 


For example, Mr. Smith found, on 
making such a comparison, that his as- 
sets were far less marketable than for- 
merly, and this in the face of the neces- 
sity of liquidating more of his estate to 
meet taxes than was required before. 
After all, if you don’t plan for your ex- 
ecutors to enable them to pay your estate 
taxes, your estate plans may go fright- 
fully wrong, for assets which you thought 
very valuable may have to be sacrificed 
at forced sale. 


“There'll Be Some Changes—” 


O factor in estate planning remains 

static. Your beneficiaries change 
in nature or quality. Mr. Jones left his 
daughter’s share of his estate in trust, 
believing that a female should have this 
trust protection, while he gave his son 
his share outright. On looking the situ- 
ation over some years later, however, he 
found that his son had shown every evi- 
dence of being unable to manage his own 
financial affairs, while his daughter had 
commenced a business of her own and 
had done so well that he was convinced 
she should have full management of her 
own money. This same man had pre- 
viously left his wife’s share to her out- 
right but now concluded that she was 
not as sturdy as she had been and that 
it would be wise to leave her share in 
trust, giving her the right, however, to 
draw principal if she wished to. 





ESTATE PLANNING 


New faces appear on the horizon. 
Children keep on being born, war or no 
war, and it is probable that some have 
been born since your last will was drawn 
who should be remembered in your estate 
plan. Changed business associations 
bring changes in planning. A change of 
residence may alter the charitable be- 
quests which you desire to make. If you 
are now living in Detroit you may wish 
the church and the hospital in. that city 
to receive your bounty rather than the 
church you used to attend and the hos- 
pital which served you when you lived 
in New York. 


When you drew your last will, you 
selected your executor and trustee with 
care. But time has passed. Would you 
select differently if you were to draw a 
new will now? Have your individual 


fiduciaries aged or shown themselves for 
any reason less promising as managers 
of your funds? Have you changed your 
bank and do you feel that the new bank 
would suit your purposes better? 


No Man Can Foretell 


OU don’t have to go far to see that 

changes take place rapidly in the 
factors of estate planning. For the world 
itself changes rapidly before our eyes. 
Accepted practices of yesterday are no 
longer possible or advisable, in many in- 
stances. Before the great crash of 1929, 
it was not infrequent that a man would 
include in his will very carefully dilin- 
eated and precise instructions for the in- 
vestment of estate and trust funds. Some 
of these restrictions on the discretion of 
the executor and trustee turned out to 
fly in the face of prudence. In some few 
cases, the courts were able to give some 
relief through almost arbitrary recon- 
struction of the provisions of the will— 
generally, at a cost to the estate in court 
expenses, attorney fees and delay. But 
many families suffered severe losses 
through the failure of a testator to bring 
his will up to date in an economic sense. 
Had these men read their wills after 
1929, in the light of the investment diffi- 
culties which fiduciaries were then hav- 
ing, they would have eliminated their 
opinionated and restrictive instructions. 


TRUST POSITION OPEN | 


A well-established trust company in 
an Ohio city is seeking an experienced 
man, preferably in the thirties, for 
trust new business development work. 
Salary approximately $300.00 per 
month. This opening should lead to 
a prominent administrative position in 
their trust department. 


Address letter giving personal history 
and qualifications to: TRUSTS AND 
EsTATES—Box 142—50 East 42nd St., 
New York. 


There is another important matter 
which has caused a number of persons to 
come to me recently to change their wills. 
It had been their plan to protect their 
beneficiaries by a trust in the will, giv- 
ing the beneficiary the income for life 
but no right to draw principal. They 
have concluded that such a policy is 
short-sighted, that no one can foretell 
what will happen to our social and eco- 
nomic structure in the next decades, and 
that factors like inflation or radical 
change might have catastrophic results 
for the beneficiaries of estates and trusts 
unless they were permitted to draw on 
capital for support, to go into business 
or for any other sound reason. 


New Fashions in Law 


NE factor of change makes planning 

somewhat difficult and makes abso- 
lutely necessary a periodical check of 
your will and. of your estate plan. It is 
the changes which take place in the laws 
themselves. Not only by legislation but 
also by the decisions of courts, old and 
time-honored rules sometimes are altered 
or revoked over night. As a good ex- 
ample, consider the changed rules as to 
the taxation of life insurance proceeds. 
Formerly, it was possible to escape taxa- 
tion on such policies by assigning them 
to others under certain circumstances. 
That is no longer possible. The basic 
rule has been changed so that now it is 
not who owned the insurance which de- 
termines whether the proceeds are taxed 
with your estate but rather who paid the 
premiums. This rule is not as simple 











Trust service 


that is organized 
for today’s needs 


O SERVICE an estate under to- 

day’s complex conditions usually 
requires a wide knowledge of taxa- 
tion, of securities, of real estate. The 
complete, modern trust department 
of The Northern Trust Company in- 
cludes specialists in each of these 
fields. Their combined judgment is 
available to every trust in our care. 
Trusts benefit, too, from the experi- 
ence gained by this bank through 
more than fifty years of service in all 
fiduciary matters. 
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as stated here but I express it in its 
most meager terms to accentuate the 
basis of change. 


Thus, your will might have been drawn 
in exact compliance with the law as it 
stood at the time of its execution, but 
that does not mean that it will not be 
found to violate the law as it exists to- 
day. You might consult your lawyer 
periodically. It would not take him long 
to read your will and to report to you 
any changes in the law which might af- 
fect it. I suggest, in fact, that you make 
it part of your periodic review to con- 
sult with your attorney, your insurance 
broker, your banker and whatever other 
sources you may have for getting coun- 
sel and information from persons who are 
trained in their own fields as you are in 
yours. 


“Modern Design” 


N reviewing your will, do a complete 

job. The will is only one of the mech- 
anisms of estate planning. The gifts 
which you have made or plan, to take 
effect during your own life; trusts which 
you might have set up or planned; in- 
surance arrangements; these are all part 
and parcel of a comprehensive plan. In 
fact, what you do or plan to do with your 
own life and with your beneficiaries, in 
so far as you can direct or influence them, 
is also part of estate planning. So re- 
view the job as a whole. 

This periodic review of your will and 
of your whole estate plan has the prim- 
ary objective of bringing your theory 
and mechanisms up to date. It could, 
however, have another salutary result, in 
giving you pause in a busy life. The 
very act of re-examination may auto- 
matically induce you to examine yourself 
and what you are doing with yourself. 
Life planning cannot be disassociated 
from estate planning. Your estate plan 
is built upon your life. In taking the 
steps of study needed to reorient your 
estate, you will certainly be reorienting 
yourself. 


[Reprints of the above article, for dis- 
tribution to trust prospects, attorneys, 
testators and others, can be obtained at 
moderate cost from Trusts and Estates. 
—Ed.] 









ESTATE PLANNING 


Drafting Pension Trusts 


HE drafting of pension trust agree- 

ments was discussed by William 
B. Hubbell of Davis Polk Wardwell 
Gardiner & Reed, at the December 
meeting of the Personal Trust Round 
Table, New York Chapter, A. I. B. 
There are many types of plans, Mr. 
Hubbell declared, and the following are 
some of the considerations in selecting 
the type to be adopted: 


. How broad should coverage be 


. Should the emplcyees contribute 
to the fund 


. Should it be funded or unfunded 


. Should it be trusteed or insured or 
both 


. Should membership in the plan be 
compulsory 

. Should the amount of the pension 
be guaranteed or left to be deter- 
mined by the fund available when 
payable 

. Should the plan cover future ser- 
vice only or include past service 


. Should it be combined with a prof- 
it-sharing arrangement 


In commenting on these factors, Mr. 
Hubbell stated that the trusteed plan 
contemplated by Section 165 of the In- 
ternal Revenue Code with broad cover- 
age and a guaranteed amount of bene- 
fit has many practical and legal ad- 
vantages. Most of the pension plans 
being adopted today are funded in some 
form. Some make membership volun- 
tary for present employees, and com- 
pulsory for future employees. Mr. Hub- 
bell suggested that, although not tech- 
nically required in most instances, it is 
advisable wherever possible to submit 
the plan to stockholders in advance of 
putting the plan into effect and to sub- 
mit the plan and trust instrument to 
the Bureau of Internal Revenue in ad- 
vance of execution of the trust instru- 
ment. 


Tax Considerations 


Sections 23(a) and (p) of the In- 
ternal Revenue Code govern employers’ 


deductions for tax purposes, he pointed 
out. Up to the present time, insured 
pension plans have enjoyed one ad- 
vantage in that deduction of all contri- 
butions for past services have appar- 
ently been allowed in one year instead 
of ten, but no logical basis seems to, ex- 
ist for this distinction. Benefits paid 
under the usual contributory insured plan 
are taxable under Section 22(b) as annu- 
ities. Under a contributory pension trust 
plan which complies with Section 165, 
benefit payments to employees are not 
taxable until they have received the full 
amount of their own contributions. If 
the plan is not contributory, the benefit 
payments are fully taxable. 


Turning to the attitude of the Gov-° 
ernment on the tax aspects of pension 
plans, Mr. Hubbell stated that the 
Treasury Department is rumored to be 
considering advocating changes in the 
statutory provisions and_ effecting 
changes in its regulations designed to 
tighten up on employer deductions and 
employee benefits, especially where the 
plan is not of such a nature as to fall 
squarely within the scope of Section 
165. 


Registration With SEC 


With regard to the efforts of the Se- 
curities and Exchange Commission to 
compel registration of pension plans, 
Mr. Hubbell mentioned that at present 
the SEC exempts plans if they are in- 
sured, compulsory, or non-contributory, 
or if the employer is an exempt issuer 
such as a bank, insurance company, 
etc. As to plans already in operation 
prior to 1941 the Commission has thus 
far apparently not insisted upon regi- 
stration. 


There is a bill pending in Congress, 
sponsored by the SEC, which, if adopt- 
ed, would require trusteed plans to 
meet the following specifications in or- 
der to secure exemption: 


1. The assets must be held in trust 
exclusively for the employees; 





. There must be provision for peri- 
odic employer contributions; 

. Investments must be at least 75% 
in securities legal for national 
banks or in insurance annuities, 
and no investment may be made 
in the company’s own securities; 

. There must be no forfeiture of 
employee contributions; 

. An annual report must be ren- 
dered to employees; 

. A copy of the plan must be given 
to each employee prior to partici- 
pation and copies of the plan and 
trust instrument must be filed with 
the SEC. 


This bill would also give the SEC dis- 
cretionary power to adopt rules ex- 
empting other types of pension plans. 


Another pending bill would, if adopt- 
ed, automatically exempt from the Se- 
curities Act pension plans which com- 
ply with Section 165 of the Internal 
Revenue Code. Mr. Hubbell expects 
legislative clarification in the relatively 
near future. 


Bank Considers Pension Plan 


New York, N. Y.—A retirement plan, in 
which more than 90% of the Irving Trust 
Company personnel desire to participate, 
was recently submitted to the bank’s stock- 
holders for approval. Under the plan, the 
entire cost of retirement income on account 
of service before January 1, 1942, would be 
paid by the company. Net cost of this 
provision to the company will approximate 
$1,500,000. Cost on account of service after 
January 1, 1942 would be borne one-half 
each by the company and the employees. 


Another question before the stockholders 
is a proposed provision in the By-Laws by 
which the company would indemnify direc- 
tors against expense in defending unjust 
attacks upon them for alleged negligence 
or misconduct in office. 
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New Common Trust Fund 


One of the newer common trust funds to 
be established is the Statutory Consolidated 
Trust Fund of the Wilmington (Del.) Trust 
Company. Investments in the fund, which 
started operations Nov. 1, 1941, are con- 
fined to legal securities. The plan of oper- 
ation provides for monthly valuation dates 
as of the last business day of each month 
and quarterly distribution of income. Ori- 
ginal units of participation were in the 
amount of $100. The Wilmington Trust is 
the third bank in Delaware to adopt a com- 
mon trust fund. The others are the Equit- 
able Trust Company and the Security Trust 
Company, both of Wilmington. 


a ; 


Reports on Common Trust 
Fund Earnings 


A report on the operating results of the 
Secranton-Lackawanna (Pa.) Trust Com- 
pany’s Statutory Fund A from the time 
of its inception on April 7, 1941, to Novem- 
ber 30, 1941, reveals that the fund, which 
is discretionary in nature, had a yield of 
2.334% for the eight month period. The 
88,374 units outstanding represent a size- 
able increase over the 35,673 units out- 
standing on May 31, 1941, the first valua- 
tion date. Principal valuation, on the basis 
of ten dollar units, has fluctuated from a 
high of $10.01134 on August 31, 1941, toa 
low of $9.93498 on May 31, 1941. The figure 
as of Nov. 30 was $9.99459. The fund is 
invested in United States Government bonds 
and selected preferred stocks. 


a 


New York, N. Y.—In one of the largest 
cash transactions of the year in the New 
York real estate field, the Manufacturers 
Trust Company acquired a modern fifteen- 
story bank and office building in Upper 
Manhattan. Property is assessed for tax 
purposes at $2,350,000. 


The advisory and discussion panel, associated with the Magazine in devel- 
oping material for the Section of Estate Planning, is composed of Richard A. 
Evans, Jr., Insurance and Pension Consultant; Henry S. Koster, Director, Estate 
Analysis Company; Earl S. MacNeill, Trust Officer, Continental Bank and 
Trust Company; J. Seymour Montgomery, Jr., Member of the New York Bar; 
George S. Vrionis, President’s Field Staff, Phoenix Mutual Life Ins. Co.; all 


of New York City. 


The panel is not to be considered as necessarily endorsing 


the views expressed in any material appearing herein. 
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THE 


NEw YORK TRUST 
COMPANY 


I0O0 BROADWAY 
MADISON AVENUE AND 40THST. TEN ROCKEFELLER PLAZA 


CONDENSED STATEMENT OF CONDITION 
At the close of business, December 31, 1941 


ASSETS 


Cash on Hand, and in Federal Reserve and Other 

Banks. . - « « $168,368,326.47 
Exchanges, Collections and Other Cash Items - -» 50,414,956.55 
United States Government Obligations — Direct 

and Guaranteed . . . ..... + + « « 196,596,510.44 
Other Bonds and Securities. . . « « « « 21,301,970.28 
Loans, Discounts and Bankers’ Acceptances — 134,157,857.54 
Interest Receivable, Accounts Receivable 

Other Assets .. . ie 1,472,489.22 
Customers’ Liability for Acceptances ‘sd 951,407.59 
Real Estate Bonds and Mortgages. 5 3,463,833.42 
Equitiesin RealEstate. . ...... 2,101,191.86 
Banking Premises—Equity. . .... 2,010,202.42 

$580,838,745.79 
LIABILITIES 

Deposits. . . $520,582,593.26 
Outstanding and Certified | Checks 16 499,3 10.10 $537,081,903.36 
Dividend Payable January 2,1942. . . 437,500.00 
Accounts Payable, Reserve ‘for Taxes and Other 

Liabilities. . .. . oe xk oe we oe Re 1,220,242.83 
Acceptances .. . ae ee ee 1,215,327.05 
Ge « & © é 6 . _ 12,500,000.00 
Surplus .. e e 25,000,000.00 
Undivided Profits ;: ; 3,383,772.55  40,883,772.55 


$580,838,745.79 


United States Government obligations and other securities carried 
at $6,198,471.15 in the above statement are deposited to secure 
public and trust deposits and for other purposes required by law. 
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HENRY S. KOSTER 
Director, Estate Analysis Company, New York 


PROPER PLACE OF TAX SAVINGS 
IN ESTATE PLANNING:- 


NLESS tax savings is an incidental 

result of any financial plan that 
is adopted, it is possible that the plan 
will contain financial weaknesses or will 
not carry out the true intentions of its 
user. Moreover, it still may not ac- 
complish the tax economies sought. 
The following are two examples:- 


(a) In order to save income taxes for 
the beneficiaries of a testamentary 
trust, the testator may make use of the 
“Trust-Annuity” method of annual dis- 
bursements to beneficiaries. Doing so 
he must set a fixed annual amount that 
the beneficiary will receive, whether or 
not the principal produces sufficient in- 
come to cover such payment. This, of 
course, means that instead of an as- 
sured trust for life, the beneficiary may 
live to see the trust terminate because 
all the principal has been paid out to 
meet fixed annuity payments. If the 
only or primary reason for the testator 
in using this plan is to save taxes, his 
basic estate plan to provide life protec- 
tion for the beneficiary, may be defeated. 
In addition, subsequent court decisions or 
changes in the law may eliminate the 
potential tax savings. 


(b) There are those today who are ad- 
vocating the so-called “Single Premium 
Life Insurance Policy—Bank Loan” 
plan. One of the points stressed in jus- 
tifying the purchase of this insurance 
is that the interest paid on the loan is 
deductible on the insured’s income tax 
returns. Under the present Revenue 
Code, the allowance of such a deduction 
is by no means as clear cut and certain 
as many of the proponents of such a plan 
would lead us to believe. Even if allowed 
under present tax laws, there is a strong 
possibility that the law will be changed. 
Therefore, if this tax deductibility was 
the “clincher” of the sale for its pro- 
moter, it is possible that the purchaser 


will not have an investment possessed of 
the degree of attractiveness originally 
quoted. 


There are other financial points of this 
plan which also might not “hold-up” 
under close scrutiny, but as we are deal- 
ing here only with certain tax points, 
these others will not be discussed. 

* * *% 


DEFENSE BONDS FOR THE UNIN- 
SURABLES:- 


HE fact that sizeable estates must 

be possessed of a sizeable amount of 
cash for the payment of estate taxes, 
debts, and other transfer costs, is an old 
story. Many individuals have solved this 
problem by taking out life insurance. 
But there are many who cannot pass the 
required medical examination for life 
insurance, or who, if they could pass, 
desire to use their life insurance to pro- 
vide guaranteed life annuity income to 
their families instead of using insurance 
proceeds to pay taxes, etc. Such people, 
especially those in the older ages, must 
thus keep on hand large amounts of un- 
invested cash or highly liquid securities. 
The result of this is to hold a part of 
capital in non-productive form, or to hold 
liquid securities which might have to be 
sold at a time when market prices are 
depressed. 


It would appear that a much better 
solution is now available to persons in 
this latter group. The U. S. Defense 
Savings Bond Series G pays interest at 
the rate of 214% per annum, and is re- 
deemable at par upon the death of an 
individual owner. This “at par” feature 
is available only to a living owner at 
maturity, or the estate of a deceased own- 
er even though death occurs prior to 
maturity. So from the standpoint of a 
person desiring a productive investment 
during life, which cannot depreciate in 
value if converted into cash at death, 
this Series G Bond would appear to be 
the ideal solution. 





Responsibilities in Handling Custodian Accounts 
of Individual Fiduciaries 


HE legal responsibilities and liabili- 
ties of banks in accepting custodian 
accounts or agencies, the assets belong- 
ing to a trust or estate of which an in- 
dividual is fiduciary, were discussed by 
Hugh L. Thomson of White and Case, 
at the December meeting of the Per- 
sonal Trust Round Table of the American 
Institute of Banking’s New York Chap- 
ter. The major principle of law involved 
is that regarding participation in breach 
of trust, and the most important first 
step for the institution is to obtain a 
copy of the instrument under which the 
principal (the fiduciary) is acting, Mr. 
Thomson said. 
Mr. Thomson divided the problems 
into three categories: 


1. Receiving securities—There is no 
liability on the part of the custodian or 
agent for the impropriety of investments 
originally received from the fiduciary or 
later delivered to the account by the 
fiduciary. In making new investments 
on instructions of the fiduciary, the bank 
must determine whether they are per- 
mitted under the terms of the trust in- 
strument and also whether restrictions, 
such as consent of the donor, beneficiary, 
or a third party, have been complied 
with. However, the custodian is not re- 
sponsible for the fiduciary’s exercise of 
judgment in selecting the securities. 


2. Administration—The registration 
of securities in the name of a nominee 
of the bank, and the responsibility of the 
bank, is now fully covered by the recent 
amendments to Section 231 Surrogates 
Court Act. As to the disposition of in- 
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come and principal, the letter of instruc- 
tions creating the agency sometimes im- 
poses upon the bank the duty of deter- 
mining the nature of dividends received. 
With regard to subscription rights and ° 
participation in reorganizations, the 
custodian, when it is a party to the ac- 
tion, must ascertain whether there is 
authority to do so. Proxies should be 
signed and forwarded to the fiduciary 
when the securities are in the name of 
a nominee, but when they are registered, 
it would seem that the custodian must 
request instructions from the fiduciary. 
The bank is not liable to a beneficiary 
for failing to pay out accumulating in- 
come in the absence of instructions from 
the principal. 


3. Termination—Where there is more 
than one trustee, the instructions to 
terminate the account should come from 
all of them. The bank is under a duty 
to use reasonable care to determine when 
the trust itself terminates. Where it 
has a copy of the instrument, the cus- 
todian is responsible for making distri- 
bution to the proper parties. However, 
the securities may be returned to the 
fiduciary for distribution by him. Where 
the principal is an executor and trustee, 
the bank should see to it that the trust 
functions are not assumed in the capac- 
ity of executor. This is particularly im- 
portant in the case of co-fiduciaries be- 
cause of the rule that trustees must act 
jointly. In the event of the death of a 
trustee, the bank has no active responsib- 
ity to obtain the appointment of a suc- 
cessor. 





Trust institutions and attor- 
neys in other states with 
business questions about 


Delaware trust matters fre- 
quently save time by writing 
the Equitable. 


ORR R y.W:3 8 - 
TRUST COMPANY 
WILMINCTON, DELAWARE 


Photographs Trust Records 

A duplicate set of records, in the form 
of hundreds of thousands of tiny photo- 
graphs, which would enable a bank to 
resume operations in new quarters after 
only a few days delay, after a bombing 
had destroyed its home, has been made 
by the Girard Trust Company of Phil- 
adelphia, Pa. 

Several months ago officials of the 
bank began considering what war and 
possible bombing attacks might do to 
a bank, and how great the confusion 
would be in case of any extensive dam- 
age to the bank’s primary records. A 
vice president outlined some of the pos- 
sibilities of irreparable damage; 

“One of the most vital of our trust 
records,” he said, “is what we call the 
trust income distribution diary. In this 
file is the record of every detail govern- 
ing the distribution of more than $30,- 
000,000 a year to trust beneficiaries. 
Imagine what would be involved if the 
records of 7000 trust department ac- 
counts, involving payments to 15,000 
beneficiaries, were wiped out. It would 
take years to replace such a file.” 

The “distribution diary” is only part 
of the job. Other records photographed 
included the company’s corporate led- 
gers, loan records, trust cash ledgers 
and real estate ledgers. Another set of 
records, showing the assets in every 
trust, with complete description of se- 
curities, mortgages, real estate and 
other assets, is normally handled by a 
tabulating punch-card system. A com- 
plete duplicate set of cards—185,000 
of them—was punched. 
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Reports on Trust Operations 
Study 


The study of trust operations which 
the New York State Banking Depart- 
ment has been conducting is to be con- 
tinued to include the year 1941, accord- 
ing to William R. White, Superintendent 
of Banks, in his annual report to Gov- 
ernor Lehman and the Legislature. From 
the data thus far obtained, on the basis 
of reports for 1939, the following tenta- 
tive conclusions have been reached: 


“(a) That trust department opera- 
tion as a whole is only moder- 
ately profitable. 

That personal trust activities 
are generally unprofitable. 
That review and revision of 
charges made on personal agen- 
cies would appear desirable. 
That refinement of cost account- 
ing methods is needed in the de- 
partments of some institutions. 


sé (b) 
“ec (c) 


“ec (d) 


“The analysis of the reports also indi- 
cated that a more intensive inquiry into 
certain income and expense items would 
be required before a final report on trust 
operations could be rendered. A major 
factor complicating the study of trust 
department operations is the irregular- 
ity with which principal commissions are 
collected from personal trusts and estates. 
While in the aggregate annual fee re- 
ceipts were reasonably consistent, anal- 
ysis revealed wide disparity in the fees 
collected by individual instiutions from 
year to year. 


“Moreover substantial variations were 
found among trust companies both with 
respect to the relationship of total ex- 
penses to income and with respect to the 
component elements of expense to total 
expense. These differences in expenses 
appear to be attributable to the difficulty 
of apportioning salaries among the var- 
ious phases of trust activity due to the 
number of employees who engage in a 
variety of functions and the absence of 
definite means of measuring the service 
rendered in connection with the several 
trust activities. There is, furthermore, 
a definite lack of uniformity in the meth- 
ods used in determining costs.” 





TRUST OPERATIONS 


The Trust Year in Review 


HE defense program, with its eco- 

nomic readjustments and unprece- 
dented large scale financing, has stepped 
up the whole tempo of bank activity and 
has left an indelible impression on the 
operating policies and results of Amer- 
ican banks, reflected in the multitude of 
reports to stockholders which have reach- 
ed us to date. Virtually every bank head 
stressed the urgency of playing as big a 
role as possible in the all-out war effort. 
Gordon Rentschler’s statement, as chair- 
man of the National City Bank of New 
York, was typical of most: “Every per- 
son and institution in the United States 
is now being measured by his or its con- 
tribution to the national need, with banks 
and bankers facing this test both with 
respect to specific duties related to the 
war and their more general responsibil- 
ities as an essential part of the coun- 
try’s economic life.” 


Although most of the reports made 
some mention about their trust depart- 
ments, such information was conspicu- 
ous for its meagerness. What informa- 
tion there was, however, revealed that 
trust department earnings were equiv- 
alent to or slightly better than last 
year’s, with assets generally higher. Al- 
though substantial increases were ex- 
perienced in personal trust business, 
total trust department earnings were 
affected by the general drop in corpor- 
ate business. The low level of new cor- 
porate financing in 1941, the many issues 
of bonds refunded through private place- 
ment, the inactive stock market and the 
consequent diminution in_ transfer, 
agency and registrar fees, all have com- 
bined to bring considerable curtailment 
in corporate trust activities. 


The reports cited a number of factors 
contributing to the general increase in 
personal trust business, particularly in 
living trusts and agencies. As the prob- 
lems involved in acting in fiduciary cap- 
acities grew more complex due to the 
rapidly changing conditions in taxes and 
the investment field, the importance to 
individuals of having available the ser- 
vices of a well organized trust depart- 


ment became more obvious. Trust de- 
partments made wide use of the estate 
planning approach in their solicitation 
of new business. Surprisingly, many of 
the banks attributed much of their suc- 
cess in the solicitation of new personal 
trust and agency business to their stock- 
holders and friends, who utilized their 
many contacts to sell these services. 

Although trust departments had to 
contend with the serious problem of a 
high level of operating costs, particularly 
in the administration of personal trusts, 
very little mention was made of fees. 
It is generally known, however, that this 
matter is receiving careful study on the 
part of trust men all over the country. 

A significant development of the past 
year in the trust business has been the 
widespread adoption of the pension trust 
by large business concerns who are ap- 
pointing trust companies to act as trus- 
tees of the accumulated funds. Consid- 
erable interest has been manifested in 
this new field for trust services and it 
is reasonable to expect a substantial in- 
crease in the number of pension trust 
funds administered by banks in 1942. 

No review of the trust year would be 
complete without noting the rapid ex- 
pansion of the common trust fund, five 
additional States having adopted enabl- 
ing legislation. The common trust fund 
idea continues to spread most in Penn- 
sylvania, a state where it has already 
received by far its greatest development. 
Funds are also in existence in New Eng- 
land, the Central Atlantic states, the 
South, the Middle West and South West. 
1942 should bring forth some interest- 
ing developments in this field. 


Post-War Prosperity 


An article entitled “Post-War Prosperity 
Possible if World Currencies are Stabil- 
ized,” by C. M. Wynne, managing director, 
Overseas Industries, Inc., Chicago, appears 
in the January issue of Bankers Monthly. 
The author states that a bank for the stabil- 
ization of world currencies would facilitate 
brisk trading in future years, and thus 
would give our expanded industry interna- 
tional markets for its products. 
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Report on Trust Operating 
Economies 


Ninety-eight suggested economies in ad- 
ministration are listed in a joint report of 
the Committee on Trust Policies and the 
Committee on Trust Department Operations 
of the Trust Division, A.B.A., published 
in the December 1941 issue of The Trust 
Bulletin. These are based upon material 
published since the 1936 report on the sub- 
ject by the former committee (see May 
1936 Trust Companies* 564). The biblio- 
graphy appended to this latest report fol- 
lows: 

Sprague, Economies in Trust Administra- 
tion—Aug. 1937 Trust Companies 165 (also 
in Sept. 1937 Trust Bulletin 5). 

Neilan, What Price Trust Service—Nov. 
1937 Trust Companies 563. 

Harwood, Efficiency through Coordinat- 
ing Operations—Apr. 1938 Trust Compan- 
ies 417. 

Survey on Trust Operating Economies— 
Trust Companies, May 1938, p. 545; June, 
p. 685; July, p. 71; Oct., p. 457 (see also 
Part 5, Apr. 1939, p. 421. Ed.). 

Stephenson, What Makes Trust Depart- 
ments Profitable—June 1938 Trust Compan- 
ies 745 (also in June 1938 Trust Bulletin 7). 

Grutze, How We Are Increasing Trust 
Earnings—Nov. 1938 Trust Companies 549 
(also in Dec. 1938 Trust Bulletin 21). 

Economies in Trust Operations—May 
1939 Trusts and Estates 592 and Aug. 1939, 
p. 210. 

Material compiled from answers by Grad- 
uate School of Banking students to ques- 
tion on economies. 

Shumway, How Profitable Are Your 
Trusts?—June 1940 Trusts and Estates 619. 


*Now Trusts and Estates. 
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Report of F.A.A. Research Committee on 
Small Trusts, included in thesis by Robert 
S. Davis on The Small Trust in the Large 
Institution, available in A.B.A. Library. 

(Mr. Davis is preparing an article for 
Trusts and Estates based on this thesis.) 

Daniell, Quiz on Operating Economies— 
April 1941 Trusts and Estates 399. 

McCusker, The Small Trust and Stan- 
dardization—June 1941 Trusts and Estates 
615. 

MeMillan, Reducing Costs in Administra- 
tion of Personal Trusts, G.S.B. thesis avail- 
able in A.B.A. Library. 

(See also preliminary report of Opera- 
tions Committee in Nov. 1941 Trusts and 
Estates 529; also in Dec. 1941 Trust Bul- 
letin 13. Ed.) 


Readers interested in this subject may ob- 
tain a packet containing all the above men- 
tioned articles which have appeared in 
Trust Companies and Trusts and Estates, 
by sending $1.50 to Trusts and Estates to 
cover the cost of handling. 


a 


Co-eds Operate State Chartered 
Bank in Missouri 


A state-chartered bank run by college 
girls is one striking feature of the educa- 
tion 1,700 young women are receiving out 
at Stephens College, Columbia, Mo., where 
the basic idea is to teach them what they 
need to know for life after graduation. The 
campus bank, under state supervision and 
nominal faculty direction, is managed by 
the girls themselves, and last year’s deposits 
exceeded $65,000. 

The bank was organized by Dr. James 
Madison Wood, president of the college, who 
tw decades ago began his unique educa- 
tional experiment in offering women a new 
approach to the knowledge they require. 
One of the vital needs was an understand- 
ing of finance. Dr. Wood points out wo- 
men, not men, control and spend most of 
the money. Logically, a woman’s college 
should give practical experience in handling 
funds. 

a os 


William L. Hart, president of the Farm- 
ers National Bank of Salem, Ohio, has been 
appointed State Superintendent of Banks 
by Governor Bricker for a two year term, 
at $7,500 a year. Mr. Hart succeeds Rod- 
ney Lien who recently resigned to become 
vice president and comptroller of the Cleve- 
land Trust Company. 
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Valuation of Savings Bonds in 
Common Trust Funds 


The Treasury Department has taken 
the position that where a bank main- 
tains a Common Trust Fund in con- 
formity with Section 17 of Regulation 
F of the Board of Governors of the 
Federal Reserve System, United States 
Savings Bonds may be held by such 
Common Trust Fund. 


In response to a request as to whether 
in the periodical valuation of the as- 
sets in a Common Trust Fund, Series 
G United States Savings Bonds should 
be valued at par, which is their cost 
and ultimate maturity value, or at their 
redemption value at the time of each 
valuation, the Board of Governors has 
ruled as follows: 


“The Board’s Regulation F relating 
to Common Trust Funds operated under 
the provisions of section 17(c) of Reg- 
ulation F requires that the written plan 
for the operation of each such Fund 
shall include, among other things, de- 
tailed provisions relating to the basis 
and method of valuing assets in the 
Fund, but the regulation does not un- 
dertake to prescribe any precise method 
of valuation. However, one of the prin- 
cipal reasons for the requirement in 
the regulation that the assets of such a 
Common Trust Fund be valued period- 
ically is to determine the amount which 
a participating trust may withdraw on 
the valuation date and to determine the 
basis upon which new participations 
may be issued to trusts on such date. 
In the circumstances, the Board con- 
cluded that the most appropriate basis 
for the valuing of such bonds for the 
purposes of such a Common Trust Fund 
would be the redemption value of such 
bonds.” 


The Treasury Department considers 
the Fund as a duly constituted and 
wholly independent trust estate within 
the meaning of Section 315.2(c) (2) of 
Treasury Department Circular No. 530, 
Fourth Revision, as amended, and such 
an estate may hold United States Sav- 
ings Bonds, for which the fiduciary 
form of registration is authorized, in 
the full amount of the established limit, 
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as prescribed in Section 315.4 of the 
circular, without regard to any such 
bonds held by participating estates. 
The Treasury Department has also said 
that Savings Bonds of Defense Series F 
or Defense Series G, the only series of 
savings bonds now on sale which may 
be registered in fiduciary form, pur- 
chased with funds held by a Common 
Trust Fund, may be registered in sub- 
stantially the following form: 


Trust Company of ; 

, trustee of Common Trust Fund 

under Declaration of Trust approved by 

resolution of the board of directors adopt- 
ed 1 99 


Appraisal of Real Estate 


By agreement recently announced between 
the state auditor of public accounts for 
Illinois and the Chicago Real Estate Board, 
a plan will be put into operation for ap- 
praisal and marketing by the Board of 
real estate of closed state banks that are 
in liquidation. The Board, in aiding the 
veturn of this real estate to normal owner- 
ship, will act as contract broker in much 
the same capacity as do contract brokers 
for the HOLC. The properties will be 
listed with the Board. It will relist them 
with licensed realtors. A complete ap- 
praisal of each property will be made by 
qualified members of the Board serving on 
five-man committees, and a report of the 
findings will be sent to the auditor’s office. 
Potential purchasers of the property will 
have available to them the full appraisal 
report to guide them in making an offer 
to purchase, which will be made through 
the individual Realtors. 
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Distribution of Large Blocks of Securities 
by SMITH, BARNEY & CO. during the past two years 


In addition to underwriting new capital issues and executing orders on 
the New York Stock Exchange and other exchanges, Smith, Barney & Co. 
frequently purchase large blocks of listed and unlisted securities from insti- 
tutions, estates and individuals, and distribute them to investors. Among 
the stocks distributed by this firm during the past two years were: 


Number ond Class of 
of Shares Name of Company Stock 
25,000 Parke, Davis & Company Common 
13,200 Socony-Vacuum Oil Company, Incorporated Common 
19,640 Standard Oil Company (New Jersey) Common 
7,950 Guaranty Trust Company of New York Capital 
300 The First National Bank of the City of N. Y. Capital 
15,000 Wm. Wrigley Jr. Company Common 
6,000 The Warner & Swasey Company Common 
90,833 The Chesapeake and Ohio Railway Co. Common 
21,416 The Youngstown Steel Door Company Common 
5,000 Continental Oil Company (Del.) Common 
179,485 Consolidated Edison Co. of N. Y., Inc. Common 
1941 
36,473 The North American Company 
22,500 Great Northern Paper Company 
20,000 E. I. duPont de Nemours & Company (Inc.) 
52,500 G. C. Murphy Company* 
203,127 United States Steel Corporation 
8,330 Cerro de Pasco Copper Corporation 
10,000 The Standard Oil Co. (of Ohio) 
10,500 Great Northern Railway Company 
9,282 Atlantic Refining Co. 
22,632 The Pure Oil Company* 
18,200 Eastman Kodak Company 
6,027 Consolidated Edison Co. of N. Y., Inc. 
8,000 Inland Steel Company 
7,100 The Dow Chemical Company 
2,416 y First National Bank of Chicago 


Common 
Common 
Common 
Common 
Common 
Common 
5% Pfd. 
$6 Pfd. 

Common 
5% Pfd. 
Common 
5% Pfd. 
Common 
Common 
Capital 





50,000 
186,667 J 
32,142 
11,700 
10,000 
7,000 


J—Joint Managers 


A. E. Staley Manufacturing Company* 
The Standard Oil Co. (of Ohio) * 
The Mead Corporation 

The Timken Detroit Axle Company 
Masonite Corporation 

Irving Trust Company, New York 


* Prospectus upon request 


Common 
Common 
Common 
Common 
Common 
Capital 


Our memorandum “Today’s Market for Large Blocks of Securities” discussing 
our service of secondary distribution, will be sent to those 
who request it on their letterhead. 


SMITH, BARNEY & CO. 


Members New York Stock Exchange 
14 WALL STREET, NEW YORK 
PHILADELPHIA BOSTON CHICAGO 





Defense Bonds and the War 


EDWARD L. MAAS 


INCE the declaration of war on Dec- 

ember 7th, investors and the public 
generally have shown an increasing in- 
terest in United States Defense Savings 
Bonds. The net sales of these bonds 
(all series) increased from nearly $226,- 
000,000 in November 1941 to $520,000,- 
000 in December, which represents a 
130% rise as well as the highest month- 
ly total since their issuance in May, 
1941, as the following figures show: 


DEFENSE SAVINGS BONDS 
(all series) 


Net 

Sales 
$360,810 
305,894 
335,497 
258,339 
224,009 
262,168 
225,711 
520,020 


Sales Redemptions 
(000 omitted) 
$13,967 
14,838 
18,013 
12,938 
14,380 
13,708 
12,757 
16,265 


August 
September _ 
October 
November . 


December . 536,285 


Investment managers have found that 
since we formally entered the war peo- 
ple have shown a greater disposition to 
buying defense savings bonds. For ex- 
ample, within the last month and a half 
individual investors and income bene- 
ficiaries of trusts have frequently urged 
the purchase of these obligations. These 
purchases have been and are being 
made with proceeds of the sale or re- 
demption of securities yielding from 


about 344% to as high as 6%. Thus, 
these portfolio alterations represent a 
voluntary material reduction in income, 
despite higher living costs and taxes. 

It is apparent, therefore, that inves- 
tors and income beneficiaries are pre- 
pared to make real sacrifices in order to 
provide funds for financing our war 
efforts. That this has far reaching ef- 
fects from an investment as well as a 
fiscal standpoint cannot be denied. 
Under business and bond market condi- 
tions existing for some months prior to 
our entry into the war, investment man- 
agers exerted considerable effort in 
attempting to induce people to place 
funds in defense savings bonds in rec- 
ognition of their relative attractiveness. 
These efforts did not always succeed 
because in most instances the interested 
person desired a high return even 
though slight or even at the sacrifice of 
quality. Now, however, with the aid of 
the war these efforts are bearing fruit. 


Quality as Well as Patriotism 


HE yield from these bonds has con- 

sistently been from about 34% to 1% 
greater than on ordinary U. S. Treasury 
obligations of similar maturity. In 
order to obtain approximately the same 
or slightly higher yield from prime 
quality corporate bonds, it is necessary 
to extend maturities to 25 years or so, 
or over twice the term of defense sav- 
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ings bonds. In addition, the defense 


obligations have the highly desirable | 


feature of eliminating the risk of mar- 
ket depreciation through increasing in- 
terest rates, if and when they occur. 
In brief, they have represented the most 
attractive prime quality obligations 
available. 

This accelerated trend toward defense 
saving bonds has facilitated the estab- 
lishment of desired backlog position in 
investment accounts as well as the re- 
duction in second and lower quality 
bond holdings which may well prove 
vulnerable in the period ahead. Thus, 
from purely an investment standpoint, 
the position of portfolios has been im- 
proved. 

It is apparent that the patriotic spirit 
today represents an opportunity for the 
managers of investment accounts to at- 
tain objectives not heretofore possible 
and at the same time be of service to 
the nation. Though the idea of pur- 
chasing defense savings bonds may 
have been presented to the interested 
individuals for some months without 
results, that is no reason for being re- 
luctant to again submit the matter for 
consideration. Pearl Harbor has 
changed the psychology of our people in 
many ways. 


Reexamine Accounts 


N this light investment advisors 

might well restudy accounts to deter- 
mine whether or not the position could 
be improved through the purchase of 
defense bonds. There are several sound 
changes that in certain cases could be 
made along this line, but the time to 
act is now while the war fever is run- 
ning high. For example, deserving of 
consideration are “problem” accounts 
such as those which appear vulnerable 
in that the fixed income securities are 
mainly represented by high grade pre- 
ferred stocks and bonds of questionable 
quality selling at full prices. 

These issues cause considerable ap- 
prehension because over a period of 
time more seems likely to be lost than 
gained marketwise by holding them, and 
meanwhile their income return does not 
appear to compensate fully for this 
risk. This is particularly true of the 
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high grade non-callable preferred stocks 
which yield in the neighborhood of 4%. 
It is not uncommon to find that these 
stocks were purchased some years ago 
at substantially lower prices, and the 
resultant profit probably should be cap- 
italized. Moreover, this profit might be 
used to advantage in offsetting losses 
accruing on fundamentally unsatisfac- 
tory securities, the sale of which might 
not otherwise be approved. 


Schedules could be formulated where- 
by proceeds of such sales, in whole or 
considerable part, would be placed in 
defense bonds, without greatly or rapid- 
ly reducing income. The net result of 
these changes would be to strengthen 
such accounts through improving qual- 
ity as well as increasing stability and 
liquidity (after the war), which could 
prove invaluable in the uncertain per- 
iod that lies ahead. It is conceivable 
that as in the past real investment op- 
portunities will be presented and if so 
they may be capitalized more fully by 
meanwhile using defense savings bonds 
as a means of reaching the desired ob- 
jective of balanced accounts. 


Removing Limitations 


T present trust accounts with mul- 
tiple beneficiaries cannot participate 
proportionately in defense savings bond 


purchases. Under existing regulations 
an annual maximum of $50,000 can be 
invested in Series “F” and/or Series 
“G” bonds in behalf of each trust ac- 
count, irrespective of the number of par- 
ticipants. This places a handicap espec- 
ially on the common trust fund and pen- 
sion fund, two growing sources of invest- 
ment funds. Consideration might well 
be given to altering the regulations 
whereby $50,000 annually could be in- 
vested in these bonds for each income 
beneficiary or participant. In this way 
the bonds could be more equitably dis- 
tributed. 


In view of the Treasury’s borrowing 
requirements, it would appear to be 
sound fiscal policy to obtain funds from 
such accounts rather than from commer- 
cial banks. This would be consistent 
with the Government’s anti-inflationary 
policy. For that matter, under existing 
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— whether the job is interpreting news or 
dealing in investments. Maintaining invest- 
ment perspective is a constant objective of 
our organization. We deal in all types of 
bonds, maintaining close contacts with the 
markets in each. Because we do so, we ex- 
amine all aspects of the existing financial 
and economic situation, with a view to main- 
taining a rounded financial judgment. 


This balance and perspective is reflected in 
our analyses and recommendations. It is our 
sincere hope that you will let us demonstrate 
the truth of this statement. 


R. W. Pressprich & Co. 


68 WILLIAM STREET, NEW YORK 


36 Pearl Street 201 Devonshire Street 
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conditions, it may well be considered 
whether to remove all limits on the 
amounts of United States Savings De- 
fense Bonds that can be purchased out 
of individual savings, thereby further 
reducing reliance upon commercial banks 
for debt financing. 


“Cream” Bonds and 
Enforced Diversity 


The huge rise in the investment funds 
of insurance companies is an interest- 
ing outgrowth of the financial disillu- 
sionments of the 1929-33 period. It il- 
lustrates the quest for safety and secur- 
ity, just as the decline in outstanding 
debt illustrates the absence of risk- 
taking spirit, for which, however, pre- 
sent tax laws are also responsible. But 
the theory of a “widows’ and orphans’ ” 
type of trust fund is that only the 
“cream” securities are to be selected, 
such as will likely withstand the per- 
iodic economic storms. Ability to sel- 
ect “cream” bonds implies the exis- 
tence of a vast quantity of bonds of 
“skim-milk” quality. When few are 
willing to take business risks and go 
into debt, the over-zealous, nationwide 
search for security tends to defeat it- 
self. It is significant that some of the 
largest life companies, according to re- 
port, will shortly discontinue certain 
types of policies which have a large in- 
vestment or savings element. 


Some able economics students think 
that the nation would have a more sta- 
ble economy and less unemployment if 
debt were held at a minimum. Under 
any such plan, savings and trust funds 
at their present enormous level would 
have to be invested largely in senior 
shares or, in their absence, in the one- 
class shares of the best-managed and 
most stable, seasoned enterprises. Only 
time will give the answer. In the mean- 
while, sound investment policy con- 
tinues to lie in selective diversification 
and supervision, plus staggered matur- 
ities, with a sizeable proportion of high- 
est quality maturities in the not too 
distant future. 
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As whole segments of industry are 
free or nearly free from debt, including 
many of the ablest managed and most 
promising companies, the judicious 
spreading of investment risks is hardly 
possible through investment in debt 
alone. With private placements of entire 
public utility bond issues in one or a few 
large institutions, investment diversifi- 
cation opportunities are further curtail- 
ed. A combination of U. S. Government 
bonds, particularly the Defense issues, 
selected residential mortgages and, in 
modest proportions, well-chosen stocks, 
appear to offer attractive investment out- 
lets. 

While investment men and others are 
mentally speculating on the hazards of 
an extreme inflation, let them prepare 
for the much more probable develop- 
ment, a severe post-war deflation, such 
as has in the past followed some years 
after each war, and which will call into 
question the credit of all but the very 
strongest corporation and municipal 
bonds. 


FRANK J. TRAVERS, 2nd V.P., Lincoln 
National Life Insurance Co., Fort Wayne. 
In an address to Amer. Farm Bureau 
Federn.; Dec. 1941. 


Savings and Loan Ass’ns Experience 
Steady Growth 


Savings and Loan Associations—special- 
ists in financing the small homes of the 
country—are developing into fewer and 
larger units, “more capable than ever of 
adjustment to the needs of the future,” 
Fred W. Catlett, member of the Federal 
Home Loan Bank Board, said recently. 


While the number of member savings and 
loan institutions of the Federal Home Loan 
Bank System has moved downward from 
3,914 to 3,787 in the past three years, their 
assets have increased by nearly 26 per cent 
and their average size by 30 percent, Mr. 
Catlett pointed out. 


Assets of savings and loan associations 
of the Bank System on October 31, 1938, 
amounted to $3,753,000,000. Three years 
later the total had grown to $4,726,000,000, 
not including $646,000,000 represented by 
the resources of member insurance com- 
panies and savings banks. 
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...Bring Good Earnings 


The Federal savings and loan share promises no more 


earnings than it can pay—it promises all it can properly 
pay. 


Funds are invested in carefully selected local first mort- 
gages, amortized monthly. Earnings are dependent upon 
the prevailing first mortgage rate, expenses and provision 


for reserves. 


Earnings of savings and loan shares upon this basis have 


been reliable and remarkably high for years and years. 


The account of every investor in every association is insured 
as to safety up to $5,000 by an instrumentality of the 
United States. 


SELECTED FEDERALS, Inc. 
135 S. LaSalle St. Field Building Chicago 


This is not an offer to sell any security. Selected Federals, 
Inc. is a non-profit corporation composed of qualifying 
Federal Savings and Loan Associations which sell directly 
to investors. Full information, including list of members, 
will be furnished upon request. 





Who Owns Listed Stocks? 


The Securities and Exchange Commission 
has analyzed the principal holdings (the 20 
largest holdings of record) in each of the 
200 largest corporations in the country en- 
gaged in business of a non-financial nature. 


The assets of these companies aggregate 
$69,002,459,000. They account for the bulk 
of activity in manufacturing, mining, elec- 
tric and gas utilities, transportation and 
communications of this country. Equity is- 
sues of most of them, except those in which 
the ownership is heavily concentrated, are 
listed on the New York Stock Exchange. 
The manner in which their shares are dis- 
tributed (in the case of the principal hold- 
ers only) is shown in the accompanying 
table. 


Slightly more than 30 per cent of the ag- 
gregate value of all the issues, it will be 
seen, is accounted for by these principal 
holdings. How nearly the trends indicated 
would be followed if it were possible to 
survey complete stockholder lists is not easy 
to say. 


Distribution of Principal Holdings in 200 
Largest Non-Financial Corporations 
Per cent 
of Value 
of Issue 


8.14% 


Value of 
Holding} 


$2,293,733 


Type of Holder 


Individuals 

Personal and family hold- 
ing companies 

Trusts and estates 

Corporations, parent and 
subsidiary 

Other corporations, non- 
financial 

Insurance companies 

Investment’ trusts 
companies 

Banks as beneficial hold- 


2.90 
685,798 2.43 


1,519,450 5.39 
898,584 3.19 
143,776 «51 

and 
762,304 2.70 _. 

13,305 .05 
investment 
beneficial 


Brokers and 
bankers as 
holders 

Employees welfare, etc., 
plans 

Foundations, etc. —.. 

Banks, brokers, etc.; bene- 
ficiaries not disclosed — 1,300,111 


29,159 .10 


174,964 .62 
283,535 1.00 


4.61 


—_ 


Total holdings $8,921,563 *31.64% 


*Represents principal holdings only. 
tIn thousands of dollars. 
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Business Profits 


On the basis of the Federal Reserve Bank 
of New York index of profits of 167 com- 
mercial and industrial companies (1935-39- 
100) corporation profits showed no great 
change during the first nine months of 
1941, while industrial production, under 
the stimulus of the defense effort, was ris- 
ing rapidly to record high levels. Ordinar- 
ily, fluctuations in production are reflected 
to a large extent in corresponding changes 
in net profits, with profits rising or falling 
at a faster rate than production. During 
the past nine months, however, increases in 
taxes, together with higher wage and ma- 
terial costs, have reached such proportions 
as to offset, in large measure, the effect on 
profits of the increased volume of sales to- 
gether with associated reductions in costs 
per unit. At current levels profits of these 
corporations are 20 per cent below the 1929 
peak, although the volume of production is 
about 40 per cent greater. 


A compilation of the aggregate sales, ex- 
pense, and profit and loss data published 
by 60 companies indicates that for the first 
nine months of 1941 gross sales of this 
group rose approximately $1,570,000,000, or 
some 45 per cent above those in the cor- 
responding period of 1940. Profits, before 
Federal tax accruals, rose 96 per cent, while 
profits, after Federal taxes, were 21 per 
cent larger than in the first nine months of 
1940; the aggregate amount set aside for 
Federal taxes was approximately four times 
the amount in the comparable period of 
1940. 


For the first nine months of 1941 net 
profits of a broader list of 401 companies 
were 26 per cent above the level for the 
corresponding period of 1940. All groups 
with the exception of bakery products, gold 
and silver mining, and cigar companies, had 
larger profits than in 1940. The largest 
percentage gains occurred in the motion 
picture, coal mining, lumber and roofing 
products, hardware, and copper and brass 
fabricating groups. In general, gains in 
net profits over 1940 were the greatest in 
companies producing durable goods; 185 
such companies showed an aggregate gain 
over 1940 of 32 per cent, while profits of 
33 mining companies rose 17 per cent, and 
183 companies in the nondurable goods and 
service lines showed an increase of 20 per 
cent. 





INVESTMENT POLICY 


FIVE PILLARS of STABILITY 


Pacific operates in central locations, with complete staffs, 


in the five principal cities of the Pacific Northwest . . 


. Tacoma, 


Seattle and Bellingham, Washington, and Portland and Eugene, 


Oregon. 


More than seven thousand selected home loans in these five 


key cities give diversification that is unique . . 


. a broad founda- 


tion for the investments of this type of institution. 


Volume produces substantial net earnings after allotment 


of several times legal requirements for reserves. 


rate three per cent. 


Current dividend 


Pacific has been selected for investment by many trusts, 
fiduciaries, endowments, and insurance companies. 


PACIFIC /st FEDERAL SAVINGS 


AND LOAN 


ASSOCIATION 


OF TACOMA 


Pacific Savings Building, Tacoma, Wash. 


SEATTLE e PORTLAND e 
Assets, June 30, 1941, $18,523,864.61 @ 


TACOMA e 


BELLINGHAM e EUGENE 


Surplus-Reserves, June 30, 1941, $1,319,450.11 


Member: Federal Savings and Loan Insurance Corporation 





Opportunity in Tax Anticipation Notes 


In a period of contracting opportun- 
ities for ‘‘safe”’ investment of estate 
funds, a new field is most welcome. 
Heretofore, United States Tax Antici- 
pation Notes have been available only 
for the payment of Federal income tax- 
es. However, since January 2, 1942, the 
Treasury has been offering new tax notes 
Series “A” and Series “B” maturing 
January 1, 1944, which may be used to 
pay Federal estate, gift and income tax- 
es. In brief, the Series “A” notes, which 
provide an annual return of 1.92% when 
used for taxes, are available for the pay- 
ment of a maximum of $1,200, plus ac- 
crued interest, on account of each class 
of federal tax: estate, gift and income. 
There is no limit to the tax use of the 
Series “B” notes, which provide an ann- 
ual return of 0.48% when used for these 
taxes. 


These new notes should prove useful 
to individuals making gifts but partic- 


ularly useful to executors and adminis- 
trators of estates who generally have had 
difficulty in investing funds raised for 
the payment of estate taxes in absolute- 
ly riskless securities, and meanwhile to 
obtain a comparatively satisfactory re- 
turn. It is not easy, for example, to earn 
interest charges such as that of 34 of 
1% required to be paid by corporate 
fiduciaries under New York law on trust 
cash balances, where short term invest- 
ment can be readily redeemed at par. 
Use of these notes should also stimulate 
the early liquidation of that part of es- 
tate assets which are estimated as re- 
quired for tax payments, delay in which 
has sometimes proved costly. 

The government is in need of substan- 
tial funds to support the war effort, and 
these notes, made available to executors, 
allow the government to receive funds 
promptly which might not otherwise 
come into its hands for an extended per- 
iod. 





Outstanding 


IN MINNESOTA 


Institutions seeking an ancillary 
service of established prestige in 


Minnesota are invited to select 


FIRST TRUST 
COMPANY 
of Saint Paul 


STATE BANK 


FIRST NATIONAL BANK BUILDING 
SAINT PAUL MINNESOTA 


Why No Equity Investments? 


Discussing the pre-war condition of a 
plentiful supply of investment funds and 
resultant low interest rates, A. N. Mitchell, 
president of the Canada Life Assurance 
Company, told the delegates to the 35th 
Annual Convention of the Association of 
Life Insurance Presidents meeting in New 
York in December, that the war has not al- 
tered the trend. 

“Recently an American Securities and 
Exchange Commissioner referred to the 
lack of demand for equity money as one of 
the puzzling aspects of American business 
and he suggested that equity investment is 
necessary for industrial growth. Equity 
investment, however, requires confidence in 
dividend possibilities. When governments 
impose increasingly heavy taxes on the 
earnings of corporations, dividend possibil- 
ities grow less. 

“If investors cease to find equities satis- 
factory for their investment funds surely 
they and their agencies, such as banks, 
which invest for them, must become com- 
petitors with investors such as our com- 
panies who desire bonds and other fixed 
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debt issues. If this is so, are not low in- 
terest rates on such issues a natural out- 
come? 

“Do not such taxation methods also build 
a danger for the post-war period? Surely 
they break down the corporation’s ability 
to build the essential liquidity needed to 
provide the capacity necessary for post-war 
production alterations and other require- 
ments. Taxing a company’s liquids is like 
putting hobbles on a horse. All the income 
tax revenue that industry can safely sup- 
ply should be obtainable from the taxation 
of dividends, salaries and wages. Industry 
itself should surely be unhampered and 
have the utmost possible chance for ex- 
pansion if it is to absorb, as it should, all 
employable labor.” 


Insurance Companies Net 3.44% 
on Investments 


Net investment earnings of life insur- 
ance companies for 1940 was 3.44%. 
This was a drop from the rate of 5.03% 
in 1939, according to a study of forty- 
nine United States legal reserve compan- 
ies, having 92 per cent of the total ad- 
mitted assets of all such companies. 


This study was disclosed by Elbert 8. 
Brigham, president of the National Life 
Insurance Company of Vermont, who at- 
tributed the decline in the rate of earn- 
ings on life company assets to the in- 
flux of foreign capital, to the degree of 
control over money rates exercised by 
the government, and to competition for 
the reduced supply of high-grade secur- 
ities. 

Although he expressed apprehension 
as to the yields on life insurance in- 
vestments in the future, Mr. Brigham 
said: “We may reasonably expect ul- 
timate withdrawal of foreign-owned 
refugee capital, with consequent stiff- 
ening of interest rates, once peace 
comes, but how effective the pressure 
by the government to keep interest 
rates low will be, we cannot with any 
certainty forecast.” 


Mr. Brigham disclosed that more than 
one-quarter of total admitted assets of 
all life companies, estimated at $32,- 
550,000,000, is invested in domestic gov- 
ernment bonds. 





INVESTMENT POLICY 


How War Will Affect 
Leading Industries 


The effect of the war on share values in 
various industry groups is by no means 
clear. For each company, there are these 
questions to be answered: 

Can it obtain war orders? 

If so, will they compensate for lost peace- 
time business? 

If no war orders are probable, will the 
company benefit from high consumer in- 
come? 

Will it be affected by priorities? 

Will it be severely ‘affected by taxes? 

Will its post-war prospects be impaired? 

Nothing short of omniscience would en- 
able the investor to find the answer for all 
these uncertainties which are now involved 
in reappraisal of investments. But since 
investors and speculators never wait for 
all answers to be crystal clear, the process 
of adjusting values on the basis of proba- 
bilities is now going on. 

Every experienced investor knows that 
book values are not in any sense synonym- 
ous with “real” or minimum value. Assets 
are not worth much if they don’t produce 
earnings. But it is true, however, that 
investors are paying more attention to asset 
values today than at any time during per- 
haps 20 years or more. A substantial back- 
log of conservatively stated assets gives a 
company double protection against future 
changes in the excess profits tax laws. 


The fact that a stock is selling at a sub- 
stantial discount in relation to book value 
is often an indicaiton that the issue is on 
the bargain counter. But in buying assets 
at a discount one must also make sure that 
earning power has not been permanently 
lost. Many fine companies, with long rec- 
ords of earnings and dividend payments, 
will go under an eclipse during the war 
period, because of priorities or other re- 
strictions. Many of such stocks are al- 
ready selling at extremely low levels in 
relation to assets and normal earnings 
power. Wars don’t last forever. Whatever 
further decline they may suffer in the mean- 
time, before the war ends some of these 
war-depressed stocks will be sought by far- 
sighted investors who will be buying them 
on their peace prospects. The most suc- 
cessful of these buyers will be those who 
can most shrewdly time their purchases. 
One can be too early as well as too late.— 


Herbert Lawrence, in Barron’s, Dec. 22. 


4 
Wivsngle 


For Long-Term Trust Funds 


Featuring: Diversification of Security; No 

Federal Insurance Against Loss 

(up to $5,000) ; Highest Earnings 

Consistent with High Degree of 3% 

annum. Assets Now Over $10.250.000. 

Write for Instructive Booklet Entitled 

**Maximum Security” 

SAVINGS AND LOAN ASSOCIATION 

OF WASHINGTON 

610 Thirteenth Street, N. W. 


Fluctuations in Value; Availability of Principal ; 
Security. Current rate 3% per 
Washington, D. C. 


Seven Million Share Loan 
Group Income 


Distribution of $81,600,000 in dividends 
for the last half of 1941, was made by the 
nation’s savings, building and loan associa- 
tions on Dec. 31, according to Fermor C. 
Cannon, president of the United States 
Savings and Loan League. He pointed out 
that approximately 7,000,000 persons would 
share in the distribution of earnings from 
the most active home-lending period in the 
twelve-year history of the associations. Mr. 
Cannon added that some $5,000,000 of the 
dividends was paid on money placed in the 
association during the last six months. 


SS 


Urge Defense Bonds for Trusts 


It was recently suggested to all the pro- 
bate judges in the State of Michigan, by the 
president of their association, Judge Clair 
R. Black, that they recommend defense 
bonds as suitable investment for guardian- 
ships and trust funds under their super- 
vision. 





To banks requiring represen- 
tation in Northern New Jersey 
we offer long experience and 
thorough knowledge of this 
section of our State. 


The Plainfield Trust Company 
Plainfield, New Jersey 


Member Federal Reserve System 
Member Federal Deposit Insurance Corporation 


Changes in Municipal Financing* 

Municipalities, like individuals, are 
facing the fact that as the war progress- 
es there must be a definite change from 
a peacetime to a wartime econcmy, in 
which they must be prepared to make 
increasingly greater. sacrifices. By 
avoiding capital expenditures, they can 
leave the money market free for the 
Dominion Government. 


With unemployment relief expendi- 
tures falling sharply, municipalities 
are finding themselves in a consider- 
ably better financial position, since new 
debenture issues for relief purposes 
have been declining sharply. As the 
larger majority of the municipalities 
budget for debenture maturities, re- 
funding is a relatively small factor. 


By curtailing expenditures to an ex- 
tent that the taxpayer will receive sub- 
stantial relief to offset the increasing 
federal burden, is the best way that the 
municipal effort can be expressed in the 
present war. Since the outbreak of the 
war, the Canadian municipalities have 
made important contributions toward 
economy in financing. The present con- 
trol of municipal debt issues is such 
that debt can be issued only where it 
is absolutely necessary for reasons of 
public health or safety. All other needs 
must be taxed and paid for out of cur- 
rent revenues. With pay-as-you-go pol- 
icies in municipal expenditures, the 
municipalities are endeavoring to de- 
crease tax demands and leave the field 
clear for federal purposes. 


*From The Monetary Times (Canada), Novem- 
ber 29, 1941. 
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Survey Shows Municipal Price Record 


Chemical Bank & Trust Company of New 
York has issued another of its annual sur- 
veys of the municipal bond market which 
includes approximately 200 state and muni- 
cipal bonds and traces the price movements 
over the past nine years. Nearly every 
major local government in the country is 
represented in the compilation and it furn- 
ishes a vivid picture of the unprecedented 
price changes in the market during this 


-period. 


An added feature of this study is the 
table showing the price and yield averages 
of all bonds listed maturing in 10 to 25 
years. This is supplemented by the selec- 
tion of 20 cities to represent various credit 
classifications as well as a broad geograph- 
ical cross section of the entire list to arrive 
at an approximately accurate average of all 
bonds shown. 

Many other interesting comparisons, par- 
ticularly in individual credits, make this 
comprehensive tabulation extremely useful 
for reference and appraisal purposes. 


ceil ccaiastaincisniatiaee 


Security Offerings Drop in 1941 


In line with the periods of unsettlement 
in the securities markets and investment 
conditions generally arising out of the war, 
the total of securities offered to the public 
in the market in 1941 fell considerably be- 
low that for the preceding year. The com- 
bined total of new bond and stock flotations 
was $2,392,526,000, compared with $2,989,- 
550,000 in 1940. Offerings of new bonds, 
exclusive of Federal Government loans, were 
in the smallest volume since 1937, while 
stock issuings were the smallest since 1939. 


All of the major classifications of bor- 
rowers, except foreign, showed declines in 
the volume of bonds marketed during the 
year. Railroads, because of the sharp in- 
crease in equipment trust financing, came 
closest to equalling their 1940 total. Total 
railroad equipment trust financing for 1941 
was $254,831,000 in issues publicly sold, 
the first time the aggregate has crossed 
$200,000,000 since 1924. 


——$—$$$— 


“Get Ready for Allocations” is the title 
of an article by William J. Casey, chairman 
of the Board of Editors, Research Institute 
of America, in the January 1942 issue of 
Factory Management and Maintenance. 





A Preview of Tomorrow’s Industrial Life 


The Story of an American Institution and a “Living Trust” 


ALEXANDER STODDART 
Hershey Estates, Hershey, Pa. 


MERSON once made the observation 

that if a man made an article sup- 
remely well the World would beat a path- 
way to his door. That has been quite 
true of M. S. Hershey’s creation of a 
community and the World’s largest choc- 
olate plant. Before Mr. Hershey built 
the factory (and the Hershey bar built 
the community) the site was a corn- 
field. Today Hershey is one of the in- 
dustrial attractions of the nation. 


Besides the employee residents, a mill- 
ion and a half visitors come to see the 
Rose Garden, picnic in Hershey’ Park, 
watch professional hockey and ice shows 
at the Sports Arena or midget auto rac- 
ing in the Stadium—where also there 
is college and professional football in the 
Fall of the year—, visit the factory to 
see the making of chocolate, the Mus- 
eum to visualize how the Pennsylvania 
“Dutch” and Indians lived, see the ani- 


mals, reptiles and birds in the Zoo, and 
dance to the music of Nationally-known 
orchestras in the Ballroom. Thousands 
come to play golf on Hershey’s four golf 
courses, and anglers and sportsmen go 
to see the propagation of trout and the 
raising of quail, pheasants and mallards 
on the Game Farm. Others interested 
in education visit The Hershey Indus- 
trial School—to which Mr. Hershey has 
given his fortune for the education of 

poor, white orphan boys. . 


Hershey’s Growth 


N sharing the benefits of capitalism 

between men, management and cap- 
ital, Mr. Hershey has built on what he 
regards as a solid foundation for the 
past, present and the future. 


Starting from scratch, he built a qual- 
ity product of caramels in Lancaster, 
Pennsylvania—not far from his birth- 


© C. L. Burd 


THE COMMUNITY BUILDING—RECREATIONAL CENTER OF HERSHEY 
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place—after his apprenticeship to a 
candymaker. By hard work, thrift and 
good salesmanship he built the business 
in the course of years for which he 
received $1,000,000 from a company 
which consolidated various candy indus- 
tries. 


With this million he continued his 
experiments with the making of choc- 
olate and cocoa products, and moved to 
what is now Hershey (his birthplace). 
Upwards of forty per cent of all choco- 
late and cocoa products consumed in this 
country are manufactured by the Her- 
shey Chocolate Corporation, the remain- 
der being diversified among thirty com- 
petitive companies. 


Recipe for Success 


SKED for the recipe of his success 

the other day, he said to me, “I don’t 
know that I have a recipe. I’ve always 
worked hard, lived rather simply and 
tried to give every man a square deal. 
That’s why, perhaps, I have been in bus- 
iness so long—sixty-five years. You 
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can’t cheat and lie and steal and con- 
tinue in business.” 


Chatting with Wm. F. R. Murrie, who 
has been president of the Hershey Choc- 
olate Corporation since 1908 (Mr. Her- 
shey is chairman of the board, serving 
without salary so that more of his in- 
come is given to the Hershey Industrial 
School* which, through the Hershey 
Trust Company, as trustee, owns fifty- 
one per cent of the common stock) I 
asked Mr. Murrie if he could tell me in 
one sentence the policy pursued that has 
brought such great success. He replied, 
“It is the pride of the Hershey Chocolate 
Corporation to produce the best mer- 
chandise at the lowest price and to stick 
to the policy of keeping the reputation 
of fair dealing which has been spread 
over a period of forty-eight years — the 
whole life of the Hershey Chocolate Cor- 
poration.” 

The Hershey interests own two hotels, 
a furniture company, a soap works, 
laundry, abattoir, department store, a 
building organization that builds every- 
thing from a home to a monolithic con- 
crete Sports Arena, and manages all the 
utilities. 

On the Hershey payroll at times have 
been 6,000 employees, with practically 
every trade represented, and yet in Mr. 
Hershey’s sixty-five years of business 
life he has had but one strike which 
lasted less than a week; and the question 
of wages was not involved in the strike. 


Labor Policy 


"TVHE Hershey Chocolate Corporation 

pays a minimum wage of 69.3 cents 
an hour for men and 52 cents an hour 
for women. For years (since the NRA) 
they have had a 40-hour week. Time 
and one-half is paid for work on seven 
holidays—Memorial, Independence, Lab- 
or, Armistice, Thanksgiving, Christmas 
and New Year’s. Every employee is 
given two-weeks’ vacation with 80 hours 
pay. In addition to social security there 
are old age pensions and insurance for 
all employees. 


Mr. Hershey has attempted to make 
men and women happy in their jobs. 


*For a description of the history and work of 
this school, see page 86 of the July 1941 issue. 





He has built a large residential section 
—a veritable show place of gardens— 
putting within the means of every em- 
ployee the privilege of owning his own 
home. 

The Hershey employee puts up a cer- 
tain amount of money for this home and 
the Hershey Trust Company takes the 
mortgage, the interest rate being five 
per cent. By payments of principal and 
interest the employee in time owns his 
own home. At the present time eighty 
per cent of the homes in Hershey are 
individually owned. 

There are twelve thousand acres own- 
ed by the Hershey interests and the 
sixty-nine farms really make up one big 
farm, certain farms specializing in 
horses, mules, cows, hogs, chickens, 
ducks and geese. For several years the 
Hershey Farms have raised the banner 
crop of potatoes, and there is an exper- 
imental farm to work out improvements 
in farming. Soil conservation is prac- 
ticed. 

In the Fall of 1938 Mr. Hershey open- 
ed Hershey Junior College to aid the 
immediate needs of young people. The 
college also operates evening classes for 
those who cannot attend during the day. 
Associated with the Hershey Industrial 
School and the Derry Township Schools 
are vocational schools. To select one 
school, the Industrial teaches such trades 
as auto mechanics, carpentry, electricity, 
plumbing, printing, sheet metal and 
welding, and also turns out machinists 
with three years of training. 


By-Products 


OR a number of years the Hershey 

Lumber Products supplied wood con- 
tainers to the Hershey Chocolate Corpor- 
ation for the shipment of its products. 
A change in the method of packing stop- 
ped the making of wood cases. Mr. Her- 
shey looking about to help stem the tide 
in this department, where work was at 
a standstill, conceived the idea that there 
Was an opportunity of making homes 
more attractive by building tables com- 
bining utility and beauty. Studies were 
made of the furniture of the great 
craftsmen of the 18th century, with par- 
ticular emphasis on American-made fur- 
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niture. The policy laid down was that 
these early masterpieces were to be the 
basic forms with modern adaptions, the 
masters studied including Duncan Phyfe, 
Thomas Chippendale, George Hepple- 
white, Robert and James Adams and 
Thomas Sheraton. The men who made 
boxes to carry the Hershey Chocolate 
Corporation’s products went to work as 
soon as the proper machinery was in- 
stalled, producing walnut and mahogany 
tables of strong construction and har- 
monious throughout. Today the furni- 
ture factory occupies 20,000 square feet 
of floor space and the product is sold in 
all the principal cities of the United 
States. 


From the surplus of cocoa butter Mr. 
Hershey conceived the idea of creating 
a new soap with cocoa butter as the prin- 
cipal ingredient, together with vegetable 
oils and glycerine. The cocoa butter 
toilet soap became so popular that a rose 
garden and tar soap, a shaving soap, and 
a soap to remove grease, grime and dirt 
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were added. Then came a laundry soap 
—Hershey’s Granules. 


Executor of His Own Will 


O run so many businesses requires 

executives familiar with products. 
It has been Mr. Hershey’s policy to train 
men along the lines that he has found 
successful. Now going into his eighty- 
fourth year he is anxious that these pol- 
icies should be pursued as a general basis 
with changes as conditions arise. Since 
1923—when he turned over to the Her- 
shey Industrial School stock of the Her- 
shey Chocolate Corporation then valued 
at $60,000,000—which has since grown to 
$83,000,000—he has been practically the 
executor of his own will, that is, he and 
his associates. 


The men associated with him in the 
management of the Hershey Chocolate 
Corporation, the Hershey Estates, the 
Hershey Trust Company, and the Her- 
shey National Bank are the men he de- 
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pends upon to carry forward the manage- 
ment of the institutions he has founded. 
That also includes the Hershey Corpora- 
tion, the Cuban sugar plantation and 
manufacturing. For in Central Her- 
shey, Cuba, Mr. Hershey has transplant- 
ed the same ideals that worked out so 
well in Pennsylvania. In Cuba too they 
have their community club, women’s club, 
individually owned homes, playgrounds 
and the like. 


In Hershey, the Community Club, 
which contains a free public library, 
gymnasium, swimming pool, bowling al- 
leys, handball courts, pool and billiard 
room, is available to any man at $12 a 
year. If an employee, the price is $10. 
For a boy up to fourteen years the price 
is $3, to eighteen years $5, and to twenty- 
one years $8. If a man is married his 
wife is given a complimentary member- 
ship in the Women’s Club—very similar 
to the men’s club, including a swimming 
pool. 


For $40 a year a member can play 
golf to his heart’s content on the Her- 
shey Park Golf Club course. A boy or 
girl—members of either club—can do the 
same thing on the Juvenile Golf Club 
course for $10; or they can pay $.75 
for the privilege of daily play. 


Believing that a happy workman is a 
happy man—and happy men do the best 
work in the world—Mr. Hershey has 
sought to create happiness by the aid of 
such tools as education, recreation and 
entertainment to round out a fuller and 
better life for those his life touches. 


Local Taxes Reach All-Time High 


The nation’s tax bill for state and local 
government rose to all-time records in 1940 
and 1941, at a time when Federal tax col- 
lections were reaching unprecedented highs 
to meet the costs of rearmament and war, 
according to a recent study by the Confer- 
ence Board. State and local taxes reached 
a total of $8,538,000,000 in 1940, nearly 
$400,000,000 greater than the previous peak 
in 1938, and the Conference Board’s prelim- 
inary estimates indicate that they rose to 
approximately $8,925,000,000 in 1941. These 
figures compare with total Federal tax col- 
lections of $5,569,000,000 for 1940, and a re- 
cord $7,673,000,000 for 1941. 
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Where There’s A Will.. 


CERTIFIED public accountant who 

spends his leisure time figuring out 
how the nation can run its affairs more 
efficiently, recently revealed to the 
United States Treasury Department 
where it could realize an estimated $3,- 
000,000,000 from the “bony fists of this 
country’s dead.” 


Lazar Karpess of New York City is the 
accountant and his plan is to dissolve the 
many “heirless” trust funds which are 
currently in operation, as well as those 
trusts which were set up for beneficia- 
ries now long dead or missing. Among 
the many unusual funds Mr. Karpess 
cites one providing for the ransom of 
American seamen held by Barbary pirates 
on the North African coast; another is an 
endowed lectureship at an American uni- 
versity on the use of coal gas as a cure 
for malarial fever. An endowment dated 
1683 provides for ‘‘the relief of seven 
aged Protestants in the County of Cork, 
Ireland.” For more than half a century 
the trustees have been unable to find seven 
Protestants of any kind, let alone aged 
ones, in County Cork, according to Mr. 
Karpess. The fund is now worth about 
$300,000. There is an endowment in 
Massachusetts for the relief of super- 
annuated wool carders. Wool carders 
became extinct in that state about 150 
years ago, but the fund is still accumu- 
lating interest in the bank. The Bryan 
Mullanphy Fund, created in 1851, aids 
“worthy and distressed travelers pass- 
ing through St. Louis to take up new 
land in the West.” Latest reports indi- 
cate that the fund currently has more 
than $1,000,000 surplus and no takers— 
or even prospects of any... 


Mr. Karpess pointed out that more 
than 100 years ago the English Parlia- 
ment nationalized similar wealth when a 
board of inquiry found 30,000 funds for 
classes of people and charitable causes 
that no longer existed. A new cy pres 
doctrine? 

* * % 


William Washington Flowers of New 
York, chairman of the board of Liggett 


and Myers Tobacco Company from 1936 
until his death several months ago, ap- 
pointed the Fidelity Trust Company of 
Durham, N. C. as sole trustee of his es- 
tate. Like his brother, President Rob- 
ert L. Flowers of Duke University, and 
other members of his family, Mr. Flow- 
ers long had been identified with Trinity 
College, now Duke. His outstanding in- 
terest was the Flowers collection of 
South Americana in the Library for 
which he set up a memorial fund of 
$200,000 under his will to purchase 
“manuscripts and books dealing with life 
and thought of the Southern States of 
the United States of America.” 


* * * 


Rochester’s crippled children and street 
newsboys were remembered under the 
will of Waddel P. Andrus, who died more 
than four years ago. Attorneys have 
been unable to carry out provisions of 
the will until this year. The newsboys 
received stockings, and the crippled chil- 
dren Christmas trees and toys; but the 
provision which pleased them most was, 
“ice cream twice a week henceforth.” ... 
Surprised Washington recorded a $3,- 
200,000 estate for the late Supreme Court 
Justice Louis D. Brandeis. Informed 
sources reveal that he came to the court 
with $2,000,000 from his highly success- 
ful law practice. Add to that interest, 
plus $20,000 a year for 25 years and the 
deep dark mystery is solved ... Joseph 
V. Horn, co-founder of the chain of nick- 
elodeon Automat restaurants, died re- 
cently leaving a will which divided his es- 
tate into 2,680 parts. The estate is val- 
ued between $2,500,000 and $3,500,000, 
which is a lot of nickels in any business. 
... Gloria Vanderbilt, 17 year old heir- 
ess to a $4,000,000 estate, who was mar- 
ried recently to Pasquale Di Cicco, Holly- 
wood actors’ agent, was granted an in- 
creased maintenance allowance by James 
A. Foley, New York Surrogate. Under 
this year’s order she will receive $14,000, 
an increase of $450 a month over last 
year. No further comment now... 





Walter J. Douglas, well known New 
York engineer and former Acting Gov- 
ernor of the Canal Zone, appointed the 
Central Hanover Bank and Trust Com- 
pany, New York, executor of his estate. 
Mr. Douglas was best known for his 
bridge designs and was the recipient of 
the Thomas Fitch Rowland Prize of the 
American Society of Civil Engineers... 
Guaranty Trust Company of New York 
was appointed executor of the estate of 
Edgar Grant Gyger, Christian Scientist 
leader. Mr. Gyger was a well known in- 
dustrialist before he took over the chair- 
manship of the Board of Trustees of the 
Eighth Church of Christ Scientist in 
New York... Adolphus Heinemann, for- 
mer president of the old Montauk Bank 
in Brooklyn (N. Y.) and for years prom- 
inent in Jewish charitable work, appoint- 
ed the Manufacturers Trust Company 
executor of his estate... 


* * * 


On the basis of his grandfather’s secret 
will, Hidemori Kawahara is conducting 
a fantastic treasure hunt for 2,300,000,- 
000 yen in gold. The treasure repre- 
sents the war chest of the Tokugawa 
Shogunate and is supposed to have been 
buried by the Finance Minister in 1868 
who anticipated the Shogun’s downfall. 
Mr. Kawahara, who has been digging for 
seven years, is certain of eventual suc- 
cess since at 220 feet he struck many 
human bones, a sword bearing his fam- 
ily crest and other evidence. He has an- 
nounced that in conformity with the will 
of his grandfather, who was captured 
and executed, he will turn over the gold 
to the state... 


* * * 


Irwin Laughlin, former Ambassador 
to Spain, and a grandson of one of the 
founders of the Jones and Laughlin Steel 
Company, appointed the Union Trust 
Company of Pittsburgh, Pa., co-executor 
and co-trustee of an estate valued at ap- 
proximately $4,000,000. The bulk of the 
estate was placed in trust for the benefit 
of his wife for life and to his daughter 
for life. Mr. Laughlin, who was a career 
diplomat, served at many posts in Europe 
and Asia... 
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Two brothers, Emile and Jean de Plan- 
que, who live in New York, were recent- 
ly accepted as Army Air Corps volunteers 
after they proved to the satisfaction of 
officials at the Army recruiting head- 
quarters that their respective wives 
would be amply taken care of by spec- 
ially created trust funds, which would 
afford each Mrs. de Planque approzi- 
mately $250 a month... 


Two Binghamton (N.Y.) barbers are 
remembered in the will of Robert A. Foy, 
retired Lackawanna Railroad baggage 
master. Mr. Foy left $100 to each bar- 
ber “in memory of the many arguments 
we have had...” 


Earl Carroll, night club owner in Hol- 
lywood, Cal., recently inherited the $10,- 
000 estate of his brother, Major James 
H. Carroll, with the stipulation that he 
give an unidentified Josie Posie De For- 
rest a third of it and keep the Major’s 
ashes in an urn on the mantelpiece in 
Mr. Carroll’s bedroom because “it may 
be possible that I will be able to listen 
in on conversations even though I am 
just ashes.” ... 


* * * 


First National Bank and Trust Com- 
pany of Montclair, N. J. was appointed 
co-executor of the estate of the late David 
Lindsay, official of the Mercantile Marine 
Company, well known steamship com- 
pany. An outstanding figure in the 
steamship industry, Mr. Lindsay was in 
charge of the transportation of all Amer- 
ican Negro troops carried by his com- 
pany’s ships to France during the first 
World War... 


Savings Bank Insurance Gains 
in New York 


In three years of operations the Savings 
Bank Life Insurance System of New York 
State has issued more than $20,000,000 of 
life insurance over the counter, Edward A. 
Richards, president of the Savings Banks 
Life Insurance Fund, announced recently. 
In December nearly $1,500,000 of such in- 
surance was issued. During 1941 a total 
of twenty-five additional mutual savings 
banks joined the system, bringing member- 
ship to forty-three throughout the state. 
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Personnel Changes in Trust Institutions 


CALIFORNIA 


Los Angelese—HARRY TIPTON STECK 
was recently appointed advertising man- 
ager of the Citizens National Trust and 
Savings Bank, succeeding Irving Borders 
who resigned. 


CONNECTICUT 


Darien — Col. Howard Stout Neilson, 
president of the Home Bank and Trust 
Company since 1919, recently retired. Judge 
MARK W. NORMAN, vice president, was 
elected to succeed him. 

Greenwich—CARL C. FRANCIS is the 
new president of the Putnam Trust Com- 
pany, succeeding Henry Fletcher who was 
acting president. Mr. Francis is a former 
national bank examiner. 


FLORIDA 


Palm Beach—H. HOOD BASSETT was 
recently elected assistant trust officer of 
the First National Bank in Palm Beach. 


GEORGIA 


Atlanta — ARCHIE M. ANDERSON, 
with the trust department of the Citizens 
and Southern National Bank for 11 years, 
was recently chosen assistant trust officer. 

Rome—T. A. LAMAR was recently ele- 
vated from vice president and trust officer 
to president of the First National Bank, 
succeeding RALPH L. WILSON who be- 
comes chairman of the board. 


ILLINOIS 


Chicago—EDWARD A. BERNDT and 
KENNETH R. WELLS were recently ap- 
pointed assistant trust officer and assistant 
cashier, respectively, of the American Na- 
tional Bank and Trust Company. 

Chicago—GEORGE I, DANIELS was 
elected assistant vice president and C. W. 
JOHNS assistant trust officer of the City 
National Bank and Trust Company. 

Chicago—FRANK F. TAYLOR, senior 
vice president in the trust department, was 
elected a director of the Continental IIli- 
nois National Bank and Trust Company. 

Chicago—JOSEPH P. CUMMINGS, as- 
sistant vice president and assistant trust 
officer, was made trust officer of the Lake 
Shore Trust and Savings Bank. 

Chicago—SHELDON A. WEAVER was 
advanced from second vice president to vice 


president in the trust department of the 
Northern Trust Company. 


INDIANA 


Gary—EMMA E. CLAUS was recently 
elected vice president and treasurer of the 
Bankers Trust Company. Engaged in trust 
work, Miss Claus was formerly secretary- 
treasurer and trust officer in addition to 
serving on the board of directors since 1932. 


Indianapolis—FRED E. SHICK, former- 
ly Chief Deputy Secretary of State and 
Deputy Securities Commissioner of Indiana, 
has become associated with the trust de- 
partment of the Union Trust Company. 


IOWA 


Des Moines—CLYDE H. DOOLITTLE 
was elevated from the post of trust officer 
to that of vice president and trust officer 
of the Iowa-Des Moines National Bank and 
Trust Company. ORVILLE M. GARRETT, 
mortgage loan department manager, was 
promoted from assistant vice president to 
vice president. Mr. Doolittle’s promotion 
follows nearly sixteen years of service with 
the bank, during most of which he has 
served as trust officer. 


MASSACHUSETTS 


Boston—BENJAMIN W. TAUNTON 
was elected assistant trust officer of the 
National Shawmut Bank, and ROY H. 
BOOTH, JR., and LAWRENCE H. MAR- 
TIN, assistant vice presidents. 

Boston—WILSON D. CLARK, JR., vice 
president and treasurer of the Day Trust 
Company since its organization in 1929, 
has been elected president to succeed the 
late Henry B. Day. 


MICHIGAN 


Detroit—HENRY T. BODMAN, JR., 
heretofore assistant vice president and as- 
sistant trust officer, now on leave for Gov- 
ernment service, was appointed vice pres- 
ident of the National Bank of Detroit. 
GEORGE E. PARKER, JR., was similarly 
advanced. W. BRACE KRAG and RALPH 
C. WHITSETT, JR., were appointed as- 
sistant trust officers. 


MINNESOTA 


Minneapolis — CHARLES R. MILLER, 
assistant secretary and assistant trust offi- 
cer of the First National Bank and Trust 
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Company, was recently elected vice pres- 
ident and trust officer. He takes over the 
position held by A. B. Whitney, who re- 
tired on January 1. 


St. Paul—_CHARLES J. CURLEY, trust 

officer of the First Trust Company of St. 

Paul State 

Bank, was re- 

cently promot- 

ed to the post 

of assistant to 

the president. 

Mr. Curley be- 

came __associ- 

ated with the 

bank’s_ prede- 

cessor, the 

Merchants 

Trust Com- 

pany, in 1927, 

as a new bus- 

iness represen- 

tative. He is a 

CHARLES J. CURLEY past president 

of the Corporate Fiduciaries Association of 
Minnesota. 


NEW JERSEY 


Newark—At the Fidelity Union Trust 
Company, RALPH RICHARDS, vice pres- 


ident, will enter the trust department at the 
main office as assistant to LESLIE G. Mc- 
DOUALL, vice president and trust officer 


who was recently elected a director. Mr. 
Richards has been in charge of the Essex 
County trust branches for the past 11 
years. PHILIP H. CONDIT, advanced 
from assistant secretary-treasurer to sec- 
ond vice president, will succeed Mr. Rich- 
ards as head of the Essex County trust 
branches. 


Newark—BARCLAY B. BAEKEY, in 
the trust department of the National New- 
ark and Essex Banking Company, was re- 
cently made an assistant trust officer. He 
was formerly with the Bankers Trust Com- 
pany and the Continental Bank and Trust 
Company in New York. 

Paterson—CHARLES S. VAN AUKEN, 
trust officer of the Citizens Trust Company, 
was recently elected to a newly created 
vice presidency. 


NEW YORK 


Elmira—O. N. REYNOLDS was elevated 
from vice president and cashier to executive 
vice president of the Elmira Bank and 
Trust Company. I. T. SKEELS, J. L. 
KOLB and W. C. PETZKE were promoted 
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from assistant vice presidents to vice pres- 
idents. 


Glens Falls—Daniel H. Cowles resigned 
recently as president of the Glens Falls Na- 
tional Bank and Trust Company. LOUIS 
P. BROWN, vice president, has been elected 
to succeed him. 


Lynbrook—HOWARD M. HAIG, former- 
ly assistant trust officer of the Peoples 
State Bank and Trust Company, was re- 
cently appointed to the newly created post 
of assistant cashier. ALFRED W. 
HADORN is the new assistant trust offi- 
cer. 

New York—EDWARD W. DURNER, in 
the trust department of the Central Han- 
over Bank and Trust Company, was recent- 
ly appointed an assistant vice president. 


New York—ERNEST R. KEITER and 
GEORGE F. SLOAN, assistant trust offi- 
cers of the Chase National Bank, were re- 
cently elected second vice presidents. 


New York—ARTHUR W. HEIDEN- 
REICH and SIDNEY MATHEWS were ap- 
pointed assistant trust officers of the Com- 
mercial National Bank and Trust Company. 


New York—RAYMOND G. FORBES, 
formerly treasurer of the New York Trust 
Company, was recently elected vice pres- 
ident and treasurer. MANICE deFOREST 
LOCKWOOD, JR., and HERBERT J. 
STROH, secretary and assistant treasurer, 
respectively, were appointed vice presidents. 
CLINTON D. MacCONNELL, formerly as- 
sistant secretary, was appointed assistant 
vice president; JOSEPH A. O’CONNER, 
formerly assistant trust officer, was ap- 
pointed trust officer. BERNARD deHOS- 
SON and MARION B. SESSIONS were 
made assistant trust officers. 


New York—JAMES M. TRENARY was 
advanced from assistant vice president to 
vice president of the United States Trust 
Company, and AUGUSTUS J. MARTIN 
from assistant secretary to assistant vice 
president. 

Poughkeepsie—ROBERT HOE was ele- 
vated from president to chairman of the 
board of the First National Bank. JOHN 
R. EVANS, executive vice president and 
cashier, succeeds him as president. 

Rochester—JOHN P. DAY, assistant 
trust officer of the Genesee Valley Trust 
Company of Rochester since 1929, was re- 
cently appointed assistant trust officer of 
the Rochester Trust and Safe Deposit Com- 


pany. 





CURRENT EVENTS 


Rochester—ARTHUR S. CARRUTHERS 
was advanced from associate trust officer, 
and R. REED GEORGE from assistant 
trust officer to trust officers of the Union 
Trust Company. 


NORTH CAROLINA 


Winston Salem—SAM T. THORNE re- 
cently joined the trust department of the 
Wachovia Bank and Trust Company, fol- 
lowing his resignation as trust examiner 
for the State. 


OHIO , 


Cleveland—THOBURN MILLS was ad- 
vanced from assistant vice president of the 
National City Bank of Cleveland to vice 
president. R. B. BLYTH, DALE BROWN, 
L. B. DEVINE, R. M. HORNUNG and 
HAROLD LOWE were promoted from as- 
sistant cashiers to assistant vice presidents. 
JAMES B. WOLF was made real estate 
officer and H. S. BOYLE, tax analyst. 


Lima—RAY H. ADKINS, heretofore vice 
president and trust officer of the National 
Bank of Lima, was recently elected vice 
president and cashier to succeed E. M. 
Stephenson, who has joined the Farmers 
National Bank at Salem, Ohio., as execu- 
tive vice president. W. R. FOULKES, 


formerly vice president, is now vice pres- 


ident and trust officer. 

Middletown—RUSSELL S. WEATHER- 
WAX was recently elevated from vice pres- 
ident and trust officer to president of the 
Oglesby-Barnitz Bank and Trust Company. 
He succeeds D. E. Harlan, retired. 


OKLAHOMA 


Enid—W. L. STEPHENSON, cashier and 
trust officer of the Central National Bank, 
was elevated to president to succeed his 
father, A. E. Stephenson. 


OREGON 


Portland—C. J. IRELAN, assistant trust 
officer of the Portland Trust and Savings 
Bank, has been advanced to second in charge 
of the trust department, in which post he 
succeeds the late C. Fred Yates. IVAN 
M. POLLARD was made assistant trust of- 
ficer, and IRWIN A. HAHN is a new addi- 
tion to the staff of the trust department. 


PENNSYLVANIA 


Bradford—JOHN M. BROODER, here- 
tofore executive vice president and treas- 
urer of the Producers Bank and Trust Com- 
pany, was recently made president, suc- 
ceeding James G. Paul, deceased. 
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Philadelphia—THOMAS G. CONKLIN, 
cashier and assistant trust officer of the 
Central-Penn National Bank, was elected 
vice president and cashier. ALBERT B. 
ROOP and LEO M. KELLY, assistant 
cashiers and assistant trust officers, were 
appointed assistant vice presidents. 


Philadelphia — J. MALCOLM JOHN- 
STON was recently elected vice president 
in charge of 
the trust de- 
partment of 
the Girard 
Trust Com- 
pany. As head 
of a_ depart- 
ment which 
manages es- 
tates and 
trust accounts 
of more than a 
half billion dol- 
lars, Mr. John- 
ston succeeds 
the late Gil- 
bert L. Bishop, 
Jr., who died 
on Christmas day. Mr. Johnston has been 
associated with the Girard Trust Company 
for twenty-five years, and was first made 
an officer of the Company in 1924. He has 
been a vice president since 1940. 


At the same time it was announced that 
WILLIAM H. LOESCHE, also a vice pres- 
ident, was chosen head of the administra- 
tive division of the trust department. Mr. 
Loesche has been with the bank since 1918. 
He became an officer in 1924 and was ap- 
pointed vice president a year ago. 


Philadelphia—Philadelphia National Bank 
reeently announced the election of six 
additional vice presidents. They are: 
GEORGE B. KNEASS, JOSEPH HARRI- 
SON, JR., REUBEN B. HALL, JAMES 
H. KENNEDY, JOHN McDOWELL and 
FREDERICK A. POTTS. 


Pittsburgh—JULIAN MILLER, an at- 
torney, who for the past year has been do- 
ing special work in the trust department 
of the Peoples-Pittsburgh Trust Company, 
was recently elected a trust officer of the 
bank. 


Pittsburgh—WILLIAM R. SCOTT was 
recently appointed assistant to the vice 
president in charge of the trust department 
of the Union Trust Company. Mr. Scott is 
an attorney and has served as a member 
of the State Board of Law Examiners. 


J. M. JOHNSTON 
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VERMONT 


Montpelier—HAROLD P. PARKER was 
recently elevated from executive vice pres- 
ident to president and treasurer of the 
Capital Savings and Trust Company. ROB- 
ERT H. RYAN, city attorney, was elected 
vice president and CHARLES BONAZZI, 
assistant treasurer, was elected also as- 
sistant trust officer. 


VIRGINIA 


Petersburg—R. F. BURKE, executive 
vice president of the Petersburg Savings 
and American Trust Company, was recently 
elected president to succeed BERNARD C. 
SYME, elected chairman of the board. W. 
HAL PAYNE, secretary and trust officer, 
became vice president and secretary. 


Trust Institution Briefs 


Washington, D. C.—Robert V. Fleming, 
president and chairman of the Riggs Na- 
tional Bank, has been elected a member of 
the Federal Advisory Council of the Federal 
Reserve System. Representing the Richmond 
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Federal Reserve district, Mr. Fleming suc- 
ceeds Robert M. Hanes, president of the 
Wachovia Bank and Trust Company, Win- 
ston-Salem, N. C. 

St. Paul, Minn.—The First Trust Com- 
pany of St. Paul has changed its name to 
First Trust Company of St. Paul State 
Bank. 

Bridgeton, N. J.—This year marks the 
125th anniversary of New Jersey’s eighth 
oldest bank, the Cumberland National Bank 
which has been in continuous operation 
since September 26, 1816. Charles C. 
Woodruff is vice president and trust officer. 


In Memoriam 
Gilbert L. Bishop, Jr. 


Gilbert L. Bishop, Jr., vice president of 
the Girard Trust Company, Philadelphia, 
who had been in charge of the bank’s trust 
department since 1928 and supervised the 
handling of more than $500,000,000 in 
trust funds, died recently at the age of 64. 
Mr. Bishop entered the employ of the 
Girard Trust in 1907. He became an officer 
in 1915, was named a trust officer in 1924 
and four years later was made a vice presi- 
dent. He was known to most of the 15,000 
beneficiaries of trusts administered by the 
bank. 


Leroy A. Mershon 


Leroy A. Mershon, a former deputy man- 
ager of the American Bankers Association 
and one time president of the old United 
States Mortgage and Trust Company of 
New York, died recently at the age of 64. 
Mr. Mershon served the A.B.A. from 1916 
until 1928. He was also secretary of its 
trust division which he helped organize. 


Edward S. Gilmour 


Edward S. Gilmour, trust officer in the 
Central Hanover Bank & Trust Co., New 
York, died on his way to work. He was 
sixty years old. 


ss - 0 
741 Realty Taxes Changed Little 


Real property tax rates and assessed val- 
ues were virtually unchanged in 1941. In 
263 cities the average tax rate rose only two 
cents per thousand dollars from 1940, and 
the average assessed value only one-tenth 
of one percent to six-tenths of one percent 
for the larger cities (more than 50,000 
population) and about one percent for the 
smaller. 
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~ New Books 


Federal Taxes on Estates, Trusts and 
Gifts, 1941-42 


ROBERT H. MONTGOMERY. The Ronald Press 
Co., New York. 1761 pp. $7.50. 


If there is one book that these days is 
virtually indispensable to the trust officer, 
estate attorney, tax accountant and others 
concerned in estate planning and admin- 
istration, it is this one. For two decades 
or more, Col. Montgomery has published this 
by-word on fiduciary taxation, and it is dif- 
ficult to find new expressions of praise for 
a job consistently well done. 

With this “revised edition,” the author 
has returned to his former policy of issu- 
ing a separate volume on these taxes, from 
which he deviated last year by combining 
the whole field of Federal Taxation in two 
volumes. This reviewer is inclined to favor 
the separation for practical reasons. 

As is pointed out in the Preface (which, 
incidentally, usually includes some of Col. 
Montgomery’s best writing), there still re- 
main methods of reducing taxes, and the 
purpose of the book is to “explore and ex- 


plain what can and what cannot be done 


at the present time.” The vital matter, one 
gathers, is proper draftsmanship. The tax 
saving possibilities of pension trusts are 
specifically referred to and discussed in a 
rather lengthy chapter. In addition to tax 
saving help, the book of course is inval- 
uable in answering day-to-day tax problems. 

The concluding chapter of thirty pages, 
entitled “Planning the Distribution of an 
Estate,” considers the interrelation of the 
three taxes and the various tax factors 
which govern the disposition of property. 

If you are interested in taxes, this book 
is a “must” for the library. 


a 


Essential Facts for Fiscal Policy 
The Conference Board; 135 pps. 


This volume is available only in libraries 
and to the Associates of the Board. It 
contains a series of studies dealing with 
the following phases of the fiscal problem: 
cost of national defense; resources of a de- 
fense economy; taxation of personal and 
corporate income; world war finance; and 
long range policy. Amply buttressed with 
facts and figures, this is a useful source of 
. information bearing upon fiscal policy. 


Real Estate Mortgages 


DAVID C. B. HARVEY. Clark Boardman Co. 
Ltd., New York. 346 pp. $6.00. 


To one who has used Mr. Harvey’s “Title 
Closing,” this volume comes as a welcome 
companion. With the exception of a chapter 
each on New Jersey and Connecticut, it is 
strictly New York law and practice which 
are discussed, and consequently there can 
be no such misunderstanding as usually 
arises from generalized treatises on the 
subject. 

The book covers all the pertinent phases 
of the mortgage transaction: title search, 
preparation of the instrument (individual 
and corporate), the bond, assignment, re- 
lease and extension; deeds in lieu of fore- 
closure, etc. There are forms for almost 
all the chapters, those necessary under the 
acts relieving persons in military service 
from certain obligations, being particularly 
helpful. 


a 0 
Investment Principles and Practices 


RALPH E. BADGER & HARRY G. GUTHMANN. 
Prentice-Hall, Inc., New York. 895 pp. $6.00. 


This is the third edition of a book which 
first appeared in 1928. It follows the tradi- 
tional approach to fundamental problems of 
investment policy and analysis, but gives 
effect to factors created by wartime condi- 
tions. There is a combination of the prac- 
tical and academic, Mr. Badger having been 
for years a trust investment officer, while 
Mr. Guthmann is a university professor of 
finance. 

While tax rates have been changed since 
the book went to press, the chapter on the 
effects of taxation on investment policy is 
particularly interesting. On the whole, this 
is a very handy manual. 


ee 
The Economic Almanac for 1941-42 
The Conference Board; 451 pps. $4. 


This is the second annual handbook of 
economic facts. Basic data concerning 
domestic business, employment, foreign 
trade, commodity prices, living costs, re- 
sources, national income and wealth, public 
finance, etc., as well as chronologies of bus- 
iness, political and defense events are con- 
tained in this useful compendium. 
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Labor Cases and Materials 


Edited by CARL RAUSHENBUSH and EMAN- 
UEL STEIN. F. S. Crofts & Co. 674 pp. $4.00. 


This is a collection of materials, chiefly 
court decisions and statutes, illustrative of 
the developing influence of the state on 
labor conditions, job tenure and working 
rules in industry. Part One is made up 
of materials designed to show how labor 
conditions are indirectly affected by the 
influences exerted by the state upon organ- 
izational activities and collective bargain- 
ing. Part Two deals with the more direct 
effects of state action in the form of 
regulation of wages and hours and other 
terms of the wage contract. The selection 
of cases seems on the whole to have been 
a wisely discriminating one. The result 
is a well-balanced, carefully edited collec- 
tion of materials for the study of a wide 
range of American labor problems; the 
peaceful and belligerent strategies of em- 
ployers and unionists, mediation by the 
state and other third parties, collective bar- 
gaining, regulation of wages, hours and 
“conditions,” workmen’s compensation, un- 
employment compensation, and old-age 
pensions. 


There are some serious omissions. There 
is nothing on the important problem of the 
“runaway shop.” The materials on enforce- 
ment of collective labor agreements seem 
less than adequate. There is nothing in- 
cluded on the enforcement of closed-shop 
agreements by unions against employers. 
There is a considerable array of cases in 
which trade unions have successfully ap- 
pealed to the courts for enforcement of 
closed-shop provisions of collective agree- 
ments where such provisions have been 
violated or threatened with violation by 
employers.—P. F. Brissenden, Columbia Univ. 
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Collection Expense on Bonds 
in Trust Accounting 


Under the provisions of a testamentary 
trust, the net income is to be distributed to 
stated individuals. At the death of the 
life beneficiaries, the then remaining prin- 
cipal is to be distributed to remaindermen. 


(a) On bonds sold or called from the trust 
from time to time, the cost of selling 
and/or shipping these bonds amounts to 
several dollars. Should this expense 
be charged against income or principal? 
There appears to be no doubt that col- 
lection expense on bond coupons is 
properly chargeable against income. 
The will is silent with respect to any 
collection expense on bonds, but merely 
refers to net income. 


(b) If bonds are held to maturity, would 
the treatment be different? 


Over a period of years it is believed that 
the amount involved will be considerable, 
and would therefore be a matter of con- 
cern in seeing that the life tenants and re- 
maindermen are fairly treated. 


Answer No. 1—Accepted practice in trust 
accounting under the situation outlined re- 
quires that the cost of selling and/or ship- 
ping bonds due, called or sold from a trust 
should be considered as a reduction of pro- 
ceeds and are, therefore, a charge against 
principal. This answer is predicated on 
Pennsylvania law and we wish to point out 
that the situation might be different under 
the laws of other states in which the ques- 
tion of intact values might arise and profits 
and losses from sales of securities might 
be apportioned between life tenants and re- 
maindermen. In such a situation considera- 
tion would have to be given to prorating 
expenses of sales between the two inter- 
ests. 


Answer No. 2—Unless the instrument 
creating the trust provides otherwise, the 
cost of selling and/or shipping the bonds 
should be charged against the principal. If 
the bonds are held to maturity the treat- 
ment would be no different. 


Answer No. 3—Under both (a) and (b) 
above, the cost of selling and/or shipping 
the bonds should be charged against prin- 
cipal, the treatment being the same as that 
for expenses in connection with the sale 
or disposition of any corpus asset. 

From The Journal of Accountancy, Jan, 1942. 
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Notes on Current Probate and Trust Literature 


ANNUITY TRUSTS AND THE FED- 
ERAL INCOME TAX 


MORTIMER H. HESS and ABRAHAM §&. GUT- 
ERMAN. Harvard Law Review, January 1942. 


The Supreme Court, in the 1931 case of 
Burnet v. Whitehouse, held that the bene- 
ficiary of a trust providing for a specified 
annual payment charged on corpus receives 
no taxable income even though the payment 
is exclusively from income. This article 
classifies twelve types of trust provisions 
as within or without the scope of the White- 
house rule. It is pointed out that state law 
must first determine the rights which the 
trust instrument creates, the authors dis- 
cussing various factors determinative of 
the question: annuity or income trust? 

The rule of the Whitehouse case is crit- 
icized as being founded upon possibilities 
rather than realities. Analogous situations, 
such as exemption of a charitable remainder 
where a power of invasion exists, and obli- 
gation trusts, have been approached from 
the viewpoint of actuality. Among the 
states, California has rejected this rule by 
statute. The authors recommend specific 
Federal legislation to overcome the effects 
of the Whitehouse case. 


TORT LIABILITY OF TRUST ES- 
TATES 


CARL H. FULDA and WALTER POND. Colum- 
bia Law Review, December 1941. 


This article discusses the rationale of the 
traditional rule which deprives the victim 
of a trustee’s tort of any right to seek 
recovery from the trust estate, and explodes 
its fallacies. Exceptions to and rejections 
of the rule are cited, and there is extended 
treatment of the principle laid down in the 
Uniform Trusts Act. The authors suggest 


that the solution to the problem can be 
reached only by making the tort creditor’s 
right completely independent of any rights 
the trustee may have against the benefi- 
ciaries. However, the right to sue the fidu- 


ciary in his representative capacity should . 


accrue only where the tort was a common 
incident of the kind of business activity 
in which the trustee was properly engaged 
for the trust. 


THE ILLINOIS PRINCIPAL AND 
INCOME ACT 


GEORGE G. BOGERT. The University of Chi- 
cago Law Review, December, 1941. 


Professor Bogert analyzes the recently 
enacted [Illinois statute governing the 
rights of life tenant and remainderman. 
His procedure is to quote the Act, section 
by section, adding to each pertinent com- 
ment and illustration of the fact situations 
covered. He shows in what respects the 
Illinois law differs from the Uniform Prin- 
cipal and Income Act and from the varia- 
tions of it adopted in other states. This 
analysis should be most helpful to trustmen 
and attorneys considering this question in 
other jurisdictions. 


TAXES AND INSURANCE: A Sug- 
gested Solution to the Uncertain 
Cost of Dying 


M. R. SCHLESINGER. Harvard Law Review, 
December 1941. 


This article traces the twenty-two years 
of confusion, prior to January 10, 1941, in 
the regulations governing the inclusion of 
life insurance proceeds in the gross estate 
of the insured decedent, and the confusion 
confounded created by Treasury Decision 
5032 of the aforementioned date. After 
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analyzing the possible effect of that ruling, 
the author recommends a new test combin- 
ing two of the previously used tests. He 
would include in the estate the cash sur- 
render value, at date of death, of any pol- 
icies in which the decedent had incidents of 
ownership. As to the excess, taxability 
would depend upon whether or not the in- 
sured paid the premiums. 


THE BROADENED SCOPE OF SEC- 
TION 22(A): Evolution of the Clif- 
ford Doctrine 


EDMUND W. PAVENSTEDT. The 
Journal, December 1941. 


Yale Law 


The author of this comprehensive article 
concludes that “the Supreme Court and 
the lower tribunals have travelled far be- 
yond the limits which an optimistic tax- 
payer might have thought indicated by the 
Clifford opinion” (the case involving a 
short-term, grantor-controlled trust for the 
benefit of his family). A valuable appen- 
dix tabulates cases applying the Clifford 
rule to situations more favorable to the tax- 
payer; cases refusing to apply the rule; de- 
cisions using the Clifford rationale in cog- 
nate fields and others refusing to extend it. 


FEDERAL TAXATION OF INSUR- 
ANCE TRUSTS 


ALLAN F. SMITH. Michigan Law Review, 

December 1941. 

This is a 52-page article examining the 
entire field of Federal taxation (income, 
estate and gift) of life insurance placed in 
trust and suggesting the possible tax sav- 
ings by judicious use of such trusts. The 
author’s concluding warning is that “tax 
considerations must frequently yield to 
other desires of the creator of the insurance 
trust . . . the real basis for establishing an 
insurance trust lies in the efficacy with 
which such a property arrangement can 
serve to create or preserve an estate or to 
provide for dependents.” 


CLASSIFICATION OF GRATUI- 
TOUS TRANSFERS 


ASHBEL G. GULLIVER and CATHERINE J. 
TILSON. The Yale Law Journal, November 1941. 


Many problems arise as a result of a 
person’s use of the form of an inter vivos 
transaction with the objective of producing 
some of the major consequences normally 
following the execution of a will. He may 
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reserve a life estate and power of revocation 
in an outright deed or living trust; he may 
set up a life insurance trust with active 
administration commencing at his death; 
he may name a beneficiary to take his 
share in a stock purchase plan if he dies; 
he may try to extend the usual operation 
of a custodian account to provide for others 
after his death; he may stipulate in a con- 
tract that the performance of an obligation 
be postponed until after his death; he may 
establish a variety of savings banks: de- 
posits. 


This excellent article examines typical 
situations in these groups and appraises 
the considerations that should influence the 
courts in classifying these marginal cases. 


CORRELATION OF GIFT AND ES- 
TATE TAXES 
WILLIAM C. WARREN. 
November 1941. 

This article, already widely cited, is a 
keen analysis of the interrelation of income, 
gift and estate taxes. The author explores 
the development—judicial and statutory— 
of the last two named levies, and critically 
analyzes the Sanford case in particular, 
indicating how its rationale has confused 
attempts to harmonize the two taxes. As 
a solution to many of the resulting incon- 
sistencies, he suggests legislation to declare 
that the income and estate tax should apply 
in all cases where the transferor has not 
irrevocably divested himself of all rights 
and powers over the property. If he has 
irrevocably divested himself, then the gift 
tax shall apply. 


Harvard Law Review, 


INCOME TAX ON THE FAMILY 


ROSWELL MAGILL. Texas Law Review, Decem- 

ber 1941. 

Professor Magill considers the principal 
means employed to divide assets and in- 
come among members of the family; the 
courts’ reactions to them; and the prac- 
tical effect and constitutionality of the pro- 
posal to require husband and wife to file a 
joint tax return. The means discussed are: 
community property, assignment of income, 
short term trusts, revocable trusts, and 
trusts for the grantor’s benefit. Analysis 
shows little need for the proposed change 
except to eliminate the advantage to tax- 
payers in community property states and to 
enact the supposed economic fact that the 
taxable capacities of husband and wife are 
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more fairly measured by computing the tax 
on their aggregate income. Mr. Magill fore- 
sees no constitutional difficulty. 


THE PROBLEM OF RESIDENCE IN 
STATE TAXATION OF INCOME 


FRANK M. KEESLING. California Law Review, 
September 1941. 


States may tax not only income from 
property and activities within their borders, 
even though derived by non-residents, but 
also the income of residents from extrater- 
ritorial sources as well. This article dis- 
cusses the extent to which the states should 
exercise their jurisdiction; how double tax- 
ation may be eliminated; and the definition 
of residents. 


THE EMERGENCY JOB OF FED- 
ERAL TAXATION 


RANDOLPH E. PAUL. 
December 1941, 


Cornell Law Quarterly, 


Mr. Paul discusses a number of suggest- 
ed revisions of the tax structure. Among 
the changes which he mentions are: re- 
moval of tax exemption of future municipal 
and state securities; increase in rate of 
capital gains tax, qualification of pension 
trust tax deductions; mandatory joint re- 
turns; limitation of insurance exemptions; 
taxation of certain special powers of ap- 
pointment, and taxation of general powers 
even though unexercised; establishment of 
a conclusive presumption as to contempla- 
tion of death transfers; reduction of annual 
gift tax exclusion; and integration of gift 
and estate taxes. Amendments to eliminate 
certain hardships are also recommended. 


a 


Other Articles and Notes 


(Descriptive phrase follows titles which are not self- 
explanatory; law reviews are identified by reference 
to school or region.) 


Distortion of Income Tax (income tax 
levied on decedents under Sections 42 and 
43), by Peter L. Wentz—Tazes, Dec. 

Community Property and Joint Returns 
(uniformity in treatment of income of 
spouses), by George T. Altman—Tavzes, 
Oct. 

Irrevocable Trusts (the Hallock and San- 
ford cases), by M. N. Friedland—Tavzes, 
Oct. 

“Where There Is A Will” (burden of 
proof in undue influence cases), by L. A. 
Smith, Sr.—Mississippi, Nov. 


The Dependable 


Executor and Trustee 
for Half a Century 


Mississippi Valley Trust Co. 


St. Louis 


Rights of Creditors of Legatee or Dis- 
tributee During Administration of De- 
cedent’s Estate—Michigan, Dec. 

Abandonment as Grounds for Forfeiture 
of Right of Election against Will — St. 
John’s, Nov. 

Liabilities of Specific Legatees of En- 
cumbered Personal Property—St. John’s, 
Nov. 

State Law and Uniformity in Federal 
Taxation (effect of local law on incidence of 
Federal taxes)—Harvard, Dec. 

Validity of Clause Restricting Alienation 
of Legacy During Administration—Mich- 
igan, Nov. 

Ambiguities in the Signature Require- 
ments of the Pennsylvania Wills Act — 
Pennsylvania, Dec. 

Construction of “Die Without Issue” in 
Devises of Realty—Texas, Dec. 

Rule in Shelley’s Case in North Carolina, 
by Norman Block—No. Carolina, Dec. 

Trusts (Works of Missouri Supreme 
Court for 1940), by W. L. Nelson, Jr.— 
Missouri. 

Ohio’s “Half and Half” Inheritance Sta- 
tute, by Charles C. White — Cincinnati, 
Nov. 
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Codification of Rule Against Perpetuities 


WILLIAM F. BRUELL 
Member of Redfield, South Dakota Bar 


HE mere fact that there is no uniform 

and well established rule against per- 
petuity, demonstrates that there is some- 
thing about this principle that needs curb- 
ing and control but not abolishment. 


There are a variety of definitions due in 
part to the fact that in some of our states 
perpetuities are a heritage of the old com- 
mon law; in others, they are controlled by 
statute, and in a few cases by state consti- 
tutions. This leads to confusion as to what 
the Courts really intend unless we take in- 
to consideration the basic law for the sev- 
eral decisions. 

Gray in his excellent work on perpetui- 
ties defines a perpetuity primarily as an 
inalienable, indestructible interest; second- 
ly, it is an interest which will not vest un- 
til a remote period. Then he says that the 
latter is the true meaning of the word 
when used in reference to the rule against 
perpetuities. 

Statutes usually forbid the suspension of 
the power of alienation for a period longer 
than during the continuance of lives in be- 
ing or of two lives in being. 

The rule against perpetuities then might 
be defined as restraint on the grantor or 


testator to grant future interests so as to 


exclude property from social commerce for 
what is an unreasonable time. The ques- 
tion as to what is unreasonable time is sub- 
ject to considerable debate. The modern 
rule probably established these principles. 
First, the validity or invalidity of a future 
interest depended on its remoteness, not on 
the nature of its contingency. Second, a 
future interest might be limited to com- 
mence upon any contingency which must 
occur within a life in being. Third, the 
limitations extend to cover the time neces- 
sary for the birth of a posthumous child. 
Fourth, twenty-one years were allowed to 
provide for the minority of children in esse 
at the taking effect of the life estate. 


Unsettled Questions 
The rule of common law against perpet- 
uity is that no interest within its scope is 


From paper read before Real Property Law Divi- 
sion, American Bar Assn. 


good unless it must vest, if at all, not later 
than twenty-one years after some life in 
being at the creation of the interest. When 
does a perpetuity take effect, when it is 
executed or when the testator dies? Under 
the law of what state will it be construed? 
Will the validity of a gift depend upon the 
law of the testator’s domicile, the devisee’s 
domicile, or the situs of the property? 


(Mr. Bruell then referred to a number of 
cases to show the complications and incon- 
sistencies which exist in the law of perpet- 
uities. ) 

Many look with disfavor upon substan- 
tive changes in real property and in descent 
and distribution, because of so-called set- 
tled rules of procedure and inheritance. 
But there are no settled rules of inheritance. 
We cannot abolish perpetuity. We do not 
want to do so. We cannot abolish the rule 
against perpetuity. We do not wish to do 
so. What we wish to do is to create an in- 
terest in the subject looking toward the 
codification of these somewhat troublesome 
and vexatious problems by uniform acts. 


Codify the rule against perpetuities more 
particularly so that there may be some uni- 
formity of decision and determination. For 
instance, “A” owns land in several different 
states. In one state there is a constitu- 
tional limitation as to perpetuity and alien- 
ation. In another there is a statute govern- 
ing same. In the third, the old common 
law rule is followed. In the fourth, the 
testator resides and there is no particular 
rule whatsoever. In the fifth, the benefi- 
ciary resides, and some of the property is 
located there. Undoubtedly the will in some 
states will be determined to be void because 
of the rule against perpetuity. In others 
it will be upheld. This has been the ex- 
perience of the courts for several centuries. 
We suggest that the American Bar Asso- 
ciation, through its Conference on Uniform 
Laws, is the organization through which 
such codification might be accomplished. 


Define a perpetuity as a principle that is 
practicable today, codify the rule against 
perpetuity. Shorten the time so that real 
property, and personal property as well, 
will not be held up with uncertainty as to 
who shall eventually receive it. 
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Cy Pres in Construing Charitable Trusts 
Desirability of Statutory Recognition 


HENRY UPSON SIMS, of the Birmingham (Ala.) Bar 
GEORGE E. BEERS, of the New Haven (Conn.) Bar 


HE. doctrine of cy-pres was applied to 

charities by the English chancellors un- 
der two distinct powers, one being the exer- 
cise of the royal prerogative which to that 
extent fell upon the Lord Chancellor; and 
the other being the general jurisdiction of 
the court of chancery. The cases in which 
the two powers were exercised respectively 
are collected in Perry on Trusts and Trus- 
tees.* Doubtless no better explanation can 
be made of the two applications of the doc- 
trine than to cite Perry’s language in 
Sections 721, 722 and 723. 


The earliest application of the doctrine 
cy-pres to the administration of charities 
is found in Bacon’s Abridgment, 6th edition, 
by T. Cunningham, 1793, under the title, 
“What is a superstitious Use to which the 
King is intitled:” 


“A superstitious use is described to be where 
lands, tenements, rents, goods or chattels are 
given, secured or appointed, for and towards the 
maintenance of a priest or chaplain to say mass; 
for the maintenance of a priest or other man, to 
pray for the soul of any dead man, in such a 
church or elsewhere; to have or maintain per- 
petual obits, lamps, torches, &c. to be used at 
certain times, to help to save the souls of men 
out of purgatory; these, and such like uses are 
declared superstitious, to which the King, by 
force of several statutes, and as head of the church 
and state, and intrusted by the Common Law, to 
see that nothing is done in maintenance or propa- 
gation of a false religion, is intitled to, so as to 
direct and appoint all such uses to such as are 
truly charitable. 


“And all limitations of land, &c. in fee-tail, for 
life or years, to any of the above-mentioned uses, 
are said to be superstitious, and to belong to the 
King, who is to direct and appoint them in eodem 
genere; so that they cannot revert to the donor, 
his heirs or representatives, during the time that 
they were to continue to the purposes aforesaid. 


“But if there be a charitable use intermixt with 
the superstitious use, so that they may be dis- 
tinguished, the King shall have only so much as 
is limited to the superstitious use.” 


That discussion suggests the origin of the 


distinction between superstitious, and there- 
fore void gifts, and those to worthy purposes 


Presented to 1941 Annual Meeting of Real Prop- 
erty Law Division, American Bar Assn. 

*Sec. 724, footnote, 5th Ed. Little, Brown & 
Co., Boston. No doubt the later edition likewise 
contains the same and additional English citations. 


which the King as father of his country 
should enforce for the good of society.* 


Therefore we may assume that the duty 
of the King to carry out cy pres under his 
sign manual certain gifts to charity, is ap- 
plicable to those gifts quite indefinite in 
their nature, and for which no distinct re- 
cipient is identifiable. Whereas the doctrine 
of cy-pres as applied by a court of equity 
under its own jurisdiction is a narrower doc- 
trine and merely broadens the donor’s in- 
tent when not limited to a specific bene- 
ficiary. 

American Authorities 


These lines have not always been so 
clearly fixed by the early American de- 
cisions. Most of the States have not 
found the doctrine of parens ratriae ap- 
plicable to American institutions. And a 
good many have unfortunately cast over- 
board, along with the King as parens 
patriae, the doctrine of cy-pres as author- 
ity to vary trusts and gifts to charities not 
described with satisfactory definiteness. See 
Williams v. Pearson, 38 Ala. 299 (1862). 

It is unnecessary to list the States which 
claim to have repudiated the doctrine of 
cy-pres and those which have claimed to 
follow it. Suffice it to say that Alabama, 
Connecticut, New York, and Tennessee have 
repudiated it. And that Illinois, Massa- 
chusetts, New Jersey, and Wisconsin recog- 
nize it. But generally, as said by the edi- 
tors of American Jurisprudence, (Vol. 10, 
Charities, Sec. 125): 


“When it is said that the doctrine of cy pres 
does not prevail in the United States, that does 
not refer to those liberal rules of judicial con- 
struction of charitable trusts, by courts of equity, 
which prior to the Statute of Elizabeth, were ap- 
plied in chancery, and of which such statute is 
only confirmatory, but to the prerogative power 
exercisable where such statute prevails. Courts 
here, as anciently, look with favor upon all dona- 
tions to charitable uses and give effect to them 
where it is possible to do so consistently with 
rules of law, and to that end the most liberal 


*There is next quoted from the first two pages 
of Willard’s “Illustrations of the Origin of, Cy 
Pres,” in 8 Harvard Law Review 69 (May 1894). 
—Ed. « 
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rules the nature of the case will admit of, within 
the limits of ordinary chancery jurisdiction, will 
be resorted to if necessary.”’ 


“Doctrine of Approximation” Applied 


That the tendency of recent decisions, 
even in Alabama and Connecticut, is toward 
recognizing the doctrine, however, is revealed 
in their effort in creating the doctrine of 
approximation, to support the application 
of donations to purposes clearly different 
from the expressed directions of the donors, 
when otherwise the donation or trust would 
entirely fail. Dunn v. Ellisor (19382) 225 
Ala. 15 (141 So. 700); Newton v. Healy, 
Attorney-General, (1923) 100 Conn. 5, (122 
Atl. 654). Dunn v. Ellisor cited no outside 
cases; so it may be taken as showing pres- 
ent tendencies without regard to authority. 


And in Seymour v. Attorney-General, 
(1938) 124 Conn. 490, the court said: 


“The doctrine of approximation does not require 
that the accomplishment of the intent of the testa- 
trix in the way she planned shall be impossible but 
proof of the facts we have suggested might be 
held to constitute an impracticability within the 
doctrine.” 


So it is evident that the limits of the ap- 
plication of cy-pres to charities are so un- 
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certain today, even in the jurisdictions 
which formerly repudiated it, that they 
should be outlined by statute, rather than 
be stretched by judicial attempts to explain 
approximation while pretending to distin- 
guish cy-pres. 


A few States have had statutes on the 
subject for some time. Alabama has just 
recently adopted a statute recognizing the 
doctrine of cy-pres as applicable to charit- 
able trusts without any limitation. It is as 
follows: 


“Nothing in the preceding Section [the Alabama 
form of the Statute of Uses] contained shall 
prevent the conveyance of real or personal prop- 
erty, or the issue, rents and profits thereof, to 
another in trust for the use of the grantor, or 
his family, or of a third person, or for any other 
lawful purpose; including specified charities, 
whether the beneficiaries of the charitable gift 
are adequately or inadequately set out in the in- 
strument. But for a trust to be valid as a trust 
the legal title throughout the trust must vest in 
one or more trustees, with the power and duty 
to manage the trust property, subject to the super- 
vision of equity; and if a trust for charity is im- 
practicable, or too indefinite to admit enforce- 
ment, or ceases to admit of practicable enforce- 
ment, a court of equity on application of the 
trustee or of any person charged alone or with 
others with the administration of the charity 
may order an approximate or cy pres carrying out 
of the trust.’’ Code of Alabama, 1940, Tit. 47, 
Section 145. 


Treasury Rules 
On Tax Notes 


The Bureau of Internal Revenue has just 
ruled that tax anticipation note purchasers 
for the purpose of paying income, estate 
and gift taxes may apply the notes as pay- 
ment after one full calendar month has 
elapsed since the notes were purchased. 


For example, a note purchased this month 
may be accepted in March of this year when 
tax payments are due on 1941 incomes. 
However, a tax anticipation note purchased 
in February may not be accepted until April. 


The new ruling is a modification of an 
earlier decision which specified that the 
notes could not be used for tax payments 
until three months had passed from date 
of purchase. 


For a discussion of the advantages of 
these notes, see page 85 of this issue. 
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Decisions 


LEGAL CONTRIBUTING EDITORS 


Digests of the current decisions affecting fiduciaries, published in the follow- 
ing pages, were selected and reported by these attorneys, for their respective 


jurisdictions: 


CALIFORNIA: Walter L. Nossaman—tTrust Counsel, Security-First National Bank of 


Los Angeles 


MINNESOTA: James E. Dorsey—Fletcher, Dorsey, Barker, Colman & Barber, Minne- 


apolis 


NEW YORK: Joseph Trachtman—Attorney-at-law, New York City 
ONTARIO: L. G. Goodenough—Leonard & Leonard, Toronto 


The complete roster of editors appears in June and December. 


Accounting — Necessary Parties — 
Validity of Provisions Permitting Ap- 
proval of Account by Settlor Exclu- 
sively 


New York—Appellate Division, 1st Dept. 


Matter of Central Hanover Bank and Trust Com- 
pany (Momand), N. Y. L. J., Dec. 13, 1941. 


The holding in this case declaring valid 
a provision such as mentioned in the head- 
note, as reported in May 1941 Trusts and 
Estates, 550, was affirmed by the Appellate 
Division, with one justice dissenting. The 
case is being carried to the New York 
Court of Appeals and the result in that 
Court will be noted in Trusts and Estates. 


a 


Distribution—Income During Period 
of Probate—Income In Fixed Amount 
As Charge on Entire Income of Trust 


California—District Court of Appeal 
Estate of Platt, 47 A. C. A. 904 (Nov. 19, 1941). 


Platt’s will left his estate in trust, in- 
come to be paid to his wife in the sum of 
$250 per month, any surplus over that 
amount up to $250 per month to be paid 
to his son. Income over $500 a month to 
be divided equally between wife and son. 
On this appeal taken by both wife and 
son from a decree of distribution which 
construed the will, decree affirmed. 


HELD: (1) Widow not entitled to in- 
come earned on the residue during probate. 
Facts showed that she had received certain 
property in joint tenancy, fees as co-exe- 
cutor, proceeds of life insurance, and a 


widow’s allowance, $400 per month. These 
facts relevant on intent that trust was not 
to be for maintenance, and as showing 
widow not entitled to income from testator’s 
death. 


(2) The $250 per month to the widow is 
a fixed charge on income of the trust, and 
any deficiency which may exist in these 
payments at any time is to be paid before 
payments are made to the son. 


(3) The court committed no error in con- 
struing will as providing that an annual 
balance might be struck, and that no pay- 
ments should be made to the son unless at 
expiration of the trust year the widow had 
received $3,000, in which event surplus not 
exceeding $3,000 of income for the year 
would be paid to son. This was held to be 
a practical method of dividing additional 
income and that a period fixed for mere 
accounting purposes does not restrict pay- 
ments of income to the fixed accounting 
period in the face of a provision in will 
that payments shall be made on monthly 
basis. 

NOTE: On point (2), compare with the 
above case, Estate of Chapin, 47 A.C.A. 
abstracted Trusts and Estates, Dec. 1941, 
page 680. 
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Distribution—Right of Election of 
Surviving Spouse to Take Against 
Will — Constitutionality of Require- 
ment that Waiver Be Acknowledged 


New York—Court of Appeals 
Matter of McGlone, 284 N. Y. 527, 32 N. E. 2nd 
589 (Dec. 31, 1940). 





United States—-Supreme Court 


Irving Trust Co., Day, 
Jan. 5, 1942. 


The holding of the New York Appellate 
Division, 2nd Department, in Matter of 
McGlone, reported in Mar. 1940 Trusts and 
Estates 336, was reversed by the N. Y. 
Court of Appeals; and the reversal was 
sustained by the U. S. Supreme Court with 
the result that the widow’s election to take 
against the will was upheld, since her 
waiver was not acknowledged as required 
by Section 18(9) of the Decedent Estate 
Law. The facts are set forth in full in 
the above cited note on the case in Trusts 
and Estates. 

The N. Y. Court of Appeals and the 
U. S. Supreme Court both assumed, with- 
out deciding, that the instrument of waiver 
executed in 1922 (before enactment of Sec- 
tion 18) evidenced a contract in contempla- 
tion of marriage and that any impairment 
of contractual rights thereby given to the 
testator-husband would be within the con- 
stitutional prohibitions against impairing 
the obligations of contract or taking proper- 
ty without due process of law, but 


HELD: that is was not unconstitutional 
to deny effect to the waiver because of the 
failure to have it acknowledged, since the 
husband-testator had chosen to make a new 
will after the enactment of Section 18 and 
that statute gave effect only to acknowl- 
edged waivers of the kind under considera- 
tion. The U. S. Supreme Court commented 
on the insufficiency of the record but de- 
clared that it would have been constitu- 
tional for New York to have imposed as a 
condition to the privilege of making a new 
will that the surviving spouse should have 
a right of election regardless of any 
waiver, however formally executed. 


a, 

Distribution—Time of Commence- 
ment of Trust Benefits under Inter 
Vivos Trust—Effect of Withholding 
Pending Assertion of Rights of 
Creditors 


Executor v. Executor, 


California—District Court of Appeal 


Jacks v. Monterey County Trust & Savings Bank, 
48 A.C.A. 300 (Dec. 4, 1941). 


Will Jacks created trust with defendant, 
providing for payment of income to trustor 
during his lifetime and upon his death for 
liquidation of the trust estate and distri- 
bution of certain sums, including $25,000 
to the trustee in trust for Romie C. Jacks, 
to pay Romie $500 per month for life or 
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until fund was exhausted. The trust pro- 
vided against anticipation, assignment, etc. 
by Romie, and “in the event that an attempt 
is made to subject said income or property 
*** to the payment of any of his debts or 
obligations, the trustee in its sole discretion 
may withhold” any further payment or pay- 
ments to Romie. On Romie’s death remain- 
ing fund was to go to a designated charity. 

Trustor died in January, 1937, and trustee 
completed the setting up on the Romie Jacks 
trust in October, 1937. In June, 1937, and 
again in March, 1938, Collector of Internal 
Revenue served on trustee a notice of levy 
and distraint against Romie for unpaid in- 
come taxes. On June 27, 1938, the lien 
of the United States was satisfied and the 
trustee resumed the monthly payments from 
that date. Present suit was to collect the 
$500 monthly sums from date of the trus- 
tor’s death, to June 27, 1938. Judgment for 
plaintiff reversed. 


HELD: (1) There being no evidence 
that beneficiary was dependent on trustor 
or that trustor ever contributed to main- 
tenance of beneficiary during trustor’s life- 
time, and the trust instrument containing 
no direction that payments from the fund 
were to begin as of trustor’s death, such 
payments began only when the secondary 
trust fund for Romie was established by 
the trustee. 

(2) Payments withheld by trustee while 
the United States lien was in effect were 
under the terms of the trust to be withheld 
permanently and were not payable to bene- 
ficiary after that lien was dissolved. 
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Life Tenant and Remainderman — 
Direction to Pay “Any” Dividends to 
Life Tenant Does Not Include Stock 
Dividends—Cash Dividends Declared 
After Life Tenant’s Death 


Alabama—Supreme Court 


First National Bank of Tuscaloosa v. Hill, 4 So. 
(2d) 170. 


Testatrix declared that “any,” “each and 
every” dividend on certain bank stock 
should be paid to named life beneficiaries. 
Upon the death of the survivor, the stock 
was bequeathed to a son. 

During the continuance of the life estate, 
the bank declared a stock dividend. After 
the death of the survivor, it declared a cash 
dividend. 


HELD: Both the stock and the cash 
dividends belonged to principal. The quot- 
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ed words above were insufficient to estab- 
lish an intention of the testatrix to vary 
the rules regarding apportionment of divi- 
dends. Following Section 5 of the Uniform 
Principal and Income Act, which has been 
adopted in Alabama, the court held the 
stock dividend was an accretion of corpus. 
Since the cash dividend was declared af- 
ter the survivor’s death, it too belonged to 


the remainderman. 
A Staff Digest 


en 


Living Trusts — Passive Trusts — 
Trusts to Hold and Convey As Directed 
by Trustor 


California—District Court of Appeal 


Reiss v. Reiss, 45 A.C.A. 917, 114 P. 2d 718 (1941; 
hearing in Supreme Court denied). 


Trustor conveyed real property to her 
son, accompanied by letter saying, “I am 
asking you to accept it in trust for my 
benefit, and if I ask you to deed it back to 
me or to otherwise convey it or encumber 
it for my benefit or let me do it, then I 
want you to do it.” The son accepted the 
transfer. As against contention that the 
trust was void because of uncertainty as 
to duties of trustee, duration of trust and 
its objects. 

HELD: Trust is valid, on the ground 
that it comes within Civil Code Sec. 2220 
as amended in 1929, permitting the creation 
of a trust “for any purpose or purposes for 
which a contract may be made.” 

NOTE: The court interprets the trust 
as meaning “that the property was to be 
held by the son in trust for his mother, 
and that he was to convey the property to 
her or to whomever she selected at any 
time upon her demand.” Whether the trust 
is passive is not discussed. As to its being 
passive as a common law proposition (in 
such manner as to be executed by the 
Statute of Uses) seems doubtful. See 1 
Seott on Trusts, Sec. 69.1; Restatement, 
Trusts, Sec. 69a. The case is important 
as showing that passivity—at least to the 
extent illustrated by the trust in question 
—does not invalidate in California. 


on a a J 


Powers—Limitations—Determination 
of Income 


Minnesota—Supreme Court 
In re Watland, 300 N. W. 195 (Oct. 10, 1941). 


The trustees appeal from orders respec- 
tively surcharging their account, appointing 


eA Virginia institu- 
tion, established in 
1865, with thoroughly 
organized, up-to-date 
trust facilities. 


First AND MERCHANTS 
National Bank of Richmond 


Member Federal Deposit Insurance Corporation 


a successor trustee, and restraining them 
from distributing any trust properties. 


The facts showed, inter alia, that the 
donor in 1934 was a patient in a mental 
hospital, having been found insane by a 
competent court; that in 1935 he was re- 
stored to capacity; that in February 1936 
the trust instrument was created; that 
property of a value in excess of $350,000 
passed to the trustees; that in 1937, by a 
supplemental agreement, the situs of the 
trust was changed from Florida to Minne- 
sota; that the trustees at that time petition- 
ed the Minnesota Court to assume juris- 
diction; that aside from that particular 
proceeding, nothing further was done under 
court direction except that the court’s ap- 
proval of a $60,000 loan was obtained; that 
the trustees kept no separate accounts of 
the corpus and income of the trust; and 
that they entered as receipts amounts re- 
ceived from the sale of trust property. 


Paragraph Fifth of the trust agreement 
authorized the trustees to determine 
whether money or property coming into 
their possession should be treated as prin- 
cipal or income. Paragraph Fifteenth of 
the agreement authorized the trustees to 
pay out of net income of the trust estate 
the sum of $1,000 each year to the donor 
and also authorized them to pay to the 
donor such other sums from the income of 
the trust estate which the donor would 
request and which would be necessary to 
meet his needs “provided the payment there- 
of, in the discretion of the Trustees, is not 
burdensome upon this trust estate.” Resi- 
duary beneficiaries were two daughters of 
the donor. 

During a period of slightly over four 
years, the trustees disbursed over $105,000 
to the donor; he in turn would write his 
own checks against the fund so created. One 
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of the trustees had received, in addition to 
annual compensation and payments for the 
donor’s housing, checks from the donor ex- 
ceeding $37,000. 


HELD: Each of the trial court’s orders 
was affirmed. The authority in the trustees 
to provide the donor with “all the needs 
of life” should be broadly interpreted, but 
their discretion was limited, first, as to 
whether additional payments “were burden- 
some upon this trust estate” and, second, 
by the expressed limitation of the trust 
instrument that payments to the donor were 
to be made out of net income of the trust 
estate. The trustees were thereby limited 
to the available income. 

It was obvious that the donor, in view 
of his past experiences, sought to place his 
property beyond his own control so that he 
might be relieved of practically all of his 
financial affairs. The discretion vested in 
the trustees does not go beyond sound judg- 
tion. Proceeds of the sale of trust property 
did not qualify as income. 


a 


Powers—Successor Fiduciary—Right 
to Exercise Discretionary Power to 
Invade Principal 


Vermont—Supreme Court 
Boutwell’s Estate, 22 Atl. (2d) 157. 


The corporate trustee named in the will 
was “directed to pay” to testator’s wife 
such sums out of principal as the trustee 
may deem best for her proper support, if 
“in the judgment of the trustee” the income 
were not sufficient. The will also directed 
that the trust was created for the wife’s 
benefit “‘and not with a view to the interests 
of those who shall take the remainder.” 

The named trustee resigned and another 
bank was appointed successor trustee. The 
widow’s petition to order the trustee to pay 
her enough from principal so that she would 
receive $1,000 a month was dismissed by the 
lower court. The question was whether the 
authority passed from the original to the 
successor trustee. 


HELD: The discretionary power, being 
coupled with a trust, was attached to the 
office and not to the person of the trustee. 
The only discretion given to the trustee was 
as to the amount of payment. Once having 
decided the income was insufficient, the 
trustee was under an imperative duty to 
invade principal. 

The court also attributed importance to 
the fact that the named trustee was a cor- 
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poration, which could act only through its 
officers who—the testator must have known 
—would change from time to time. 
A Staff Digest 
——_9———_____—. 


Taxation—Estate & Inheritance—Ap- 
portionment of Debts, Expenses of Ad- 
ministration, Etc. between Separate 
and Community Property 


California—Supreme Court 
Estate of Coffee, 19 A.C. 273 (Dec. 31, 1941). 


HELD: For inheritance tax purposes, 
on husband’s death leaving all property to 
wife by will, his debts and expenses of ad- 
ministration must be first deducted from 
property subject to his testamentary dis- 
position (including both his separate es- 
tate and entire community estate) and will 
be prorated between separate property and 
entire community estate. Court rejected 
widow’s contention that debts and expenses 
of administration should be first charged 
against husband’s separate estate and his 
half of community, thus leaving widow’s 
half free of tax. 

Further (by way of dictum), even if hus- 
band had made a designation of property 
for payments of his debts and expenses of 
administration, that would not affect the 
method of computing inheritance taxes, even 
though, through charging these items 
against other property, it might result in 
giving the widow a larger share of the 
community property than she would other- 
wise receive. 


fe 


Taxation—Estate & Inheritance — 
Direction to Pay Succession Duties— 
Source of Payment 


Ontario—Court of Appeal 
Re Shaw, December 4, 1941. 


The particular clause in the will in ques- 
tion was as follows: 


“T direct all my just debts, funeral and testa- 
mentary expenses, succession duties, and other 
taxes to be a first charge on my estate, and to be 
paid and satisfied by my executors hereinafter 
named, as soon as conveniently may be after my 
decease.” 


HELD: (Reversing decision of court be- 
low, reported in Aug. 1941 Trusts and 
Estates, 219) that, upon the true construc- 
tion of the will, the testator had exonerated 
the specific legatee from payment of the 
succession duties on the benefits bequeathed 





FIDUCIARY LAW 


to her, and that such duties were payable 
out of the general estate. 


Mr. Justice Fisher in his reasons for 
judgment,, said in part: 

“This (provision) clearly indicates an intention 
to make an additional gift to the beneficiaries of 
the succession duty for which they are as between 
fhemselves and the government primarily liable. 
It may be, as stated by the learned Judge, that a 
direction in a will to pay debts and succession 
duties is unnecessary, as they are primarily charge- 
able against the estate, but surely that does not 
debar a testator from providing in his will that 
any debts or succession duties shall be a first 
charge, and that the executors shall satisfy them 
before any distribution is to take place. It may 
be an unnecessary direction, but it is important 
in determining what the testator’s intentions were. 
If that provision in the will is clear I know of no 
statutory law that deprives or prohibits a testa- 
tor in this Province from exonerating his bene- 
ficiaries from the payment of succession duties 
if he leaves an estate of sufficient value to pay all 
his debts and duties independent of what is given 
to his beneficiary.” 


ee ) 


Wills—Probate — Oral Contract to 
Make Will—Sufficiency of Evidence— 
Expression of Intention as Promise 


Minnesota—Supreme Court 
Carlson v. Carlson, 300 N. W. 900 (Nov. 28, 1941). 


This was an action to compel specific per- 
formance of an oral contract to make a will. 


Mary Carlson died intestate in 1919. The 
Probate Court, in compliance with the Min- 
nesota statutes, thereafter assigned that 
decedent’s homestead to her surviving 
spouse, John, for life, with remainder to 
her five children, in equal shares. Prior to 
the entry of that decree the children had 
conveyed their interests to their father. The 
father died in 1940 and by his will gave 
small specific legacies to three of his chil- 
dren, the plaintiffs, and the residue of his 
estate to two of his children, the defendants. 


The suit arose out of an alleged oral 
agreement, made between one of the plain- 
tiffs and his father at the time the children 
released their interests in their mother’s 
homestead, that the father would dispose 
of his property by will equally to the chil- 
dren. Testimony was introduced to the 
effect that on various occasions during his 
lifetime the decedent had stated that he 
intended his estate to be equally divided 
among his five children. The trial court, 
on the ground that the plaintiffs failed to 
prove the making of the alleged agreement, 
directed judgment of dismissal. 


HELD: Affirmed. There must be full 
and satisfactory proof of the fact of a con- 
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tract and of its terms before there can be 
specific performance; that contract must be 
proved by clear, positive and convincing 
evidence, the plaintiffs having the burden 
of proof. A court must be careful not to 
attach promissory and contractual effect to 
what was at the time merely an expression 
of intention of future action. At most the 
plaintiffs’ case furnished a fact issue for 
the trial court. 
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Wills — Probate — Necessary Parties 
Where Power of Appointment Is In- 
volved 


New York—Surrogate’s Court, New York County 
Matter of Frank, N. Y. L. J., Jan. 7, 1942. 


The propounded will purported to exer- 
cise a power of appointment. The will 
which granted the power of appointment 
directed that in default of appointment, the 
appointive property be divided as part of 
the residuary estate of the grantor of the 
power. 

HELD: The residuary legatees under 
the will of the grantor of the power are 
necessary parties in the proceeding for the 
probate of the will which purports to exer- 
cise the power. 


ee 


British War Time Control of Rayon 
and Rayon Products 
JULES BACKMAN and HERBERT BACKMAN. 


Series 4, Number 9, Contemporary Law Pamphlet. 
New York University. 37 pages. $1.00. 


This pamphlet contains a comprehensive 
analysis of the controls adopted for rayon 
and rayon products in Great Britain dur- 


ing the current conflict. The authors dis- 
cuss the application of general controls to 
these products as well as those set up 
specifically for them, 
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BANK AND TRUST COMPANY ADVERTISEMENTS 


CALIFORNIA— Los Angeles 
Security-First National Bank of Los Angeles 91 


San Francisco 
Bank of America N. T. & S. A. 


DELAWARE— Wilmington 


Equitable Trust Co. 74 
Wilmington Trust Co. Inside Back Cover 


DISTRICT OF COLUMBIA—Washington 
American Security & Trust Co. 


GEORGIA— Atlanta 
Citizens & Southern National Bank 


ILLINOIS— Chicago 


American National Bank & Trust Co. 
City National Bank & Trust Co. 
First National Bank of Chicago 
Northern Trust Co. 


MARYLAND— 
Maryland Trust Co. 


Baltimore 


MASSACHUSETTS— _s Boston 
Boston Safe Deposit & Trust Co. Back Cover 
State Street Trust Co. Inside Front Cover 


MICHIGAN— 
Detroit Trust Co. 
National Bank of Detroit 


Detroit 


MINNESOTA— St. Paul 
First Trust Co. of St. Paul State Bank 


MISSOURI— St. Louis 
Mississippi Valley Trust Co. 
St. Louis Union Trust Co. 

NEW JERSEY— Montclair 

Montclair Trust Co. 


Plainfield 
Plainfield Trust Co. 


NEW YORK— 

Brooklyn Trust Co. 
New York 

Bank of New York 

Chase National Bank 

Central Hanover Bank & Trust Co. 

City Bank Farmers Trust Cv. 

Guaranty Trust Company of New York 

Manufacturers Trust Co. 

New York Trust Co. 

Title Guarantee & Trust Co. Inside Front Cover 

United States Trust Co. 40 


Brooklyn 


Rochester 


Lincoln-Alliance Bank and Trust Co. 


OHIO— 
Fifth Third Union Trust Co. 


Cincinnati 


Cleveland 
Cleveland Trust Co. 


OREGON— Portland 
United States National Bank 
PENNSYLVANIA— Philadelphia 


Fidelity-Philadelphia Trust Co. 
Land Title Bank & Trust Co. 


Pittsburgh 
Fidelity Trust Co. 
Peoples-Pittsburgh Trust Co. 


TENNESSEE— 
First National Bank 


Memphis 


VIRGINIA— Richmond 


First and Merchants National Bank 
Virginia Trust Co. 
CANADA— Toronto 


Guaranty Trust Co. of Canada 


SERVICES FOR TRUST AND BANK 
OFFICIALS AND ATTORNEYS 
Advertising 
Purse Company 


Appraisals 


The American Appraisal Co. 
Timberland Appraisals 


Books 
Ronald Press Co. 


Engineers 
Sanderson & Porter 


Investment Securities 


First Federal Savings & Loan Assn. 
of Washington 


Pacific First Federal Savings & 
Loan Assn. 


R. W. Pressprich & Co. 


Selected Federals, Inc. 
Smith, Barney & Co. 


Trust Position Available 





